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CREDIT FLOWS AND THEIR USES IN SMEs SECTOR IN INDIA IN THE 
POST WTO ERA * 
G.S. POPLI 
Abstract 
Small and Medium Enterprises have been globally recognized as vital components of a 
domestic economy and major contributors to employment generation in a country, regardless 
of global barriers. SMEs form the lifeblood of any vibrant economy. In an emerging 
economy like India, SMEs have a significant socio-economic role to ensure overall 
development of the nation. 
This Thesis examines the problems, Production process. Taxation pattern. Existing 
technology. Change in technology. Market profile, Financing pattern and Government policy 
measures. Quality improvement. Equity participation by MNCs, challanges and Overall 
improvement of this sector in the post WTO regime. The study has been done by using data 
acquired from an extensive survey of Indian Small Medium SMEs and from the experienced 
Bankers/ Officials/Policy makers of Govt, of India. 
* Thesis submitted for the award of Ph.D. (Business Administration), Under the Guidance 
of: Dr. Javaid Akhtar and Dr. C.P Gupta to the Department of Business 
Administration, Faculty of Management Studies and Research, Aligarh IMuslim 
University, Aligarh, India (August 2009). 
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Chapter -1 : Introduction 
Small and Medium Enterprises (SME) ail over tiie world liave been recognized as the silent 
drivers of a nation's economy. Their enterprise is laudable and their ability to generate pools 
of growth and employment, invaluable. This is true for most developed, as well as developing 
economies. In the emerging economic order SMEs are the leading edge when it comes to 
innovation and entering new global markets. The SME story in India is no different. With 
over 50% of industrial output through 95% industrial units, SMEs form the backbone of the 
Indian economy. Their contribution to the economy is huge and hence they are entitled to 
their rightful share of attention from Financial Institutions. Some of the important features of 
Indian Small & Medium Enterprises are exhibited below ; 
• India has nearly 13 Million SMEs 
• Industrial Production Rs. 6,95,100 Cr. as on March 2008, which is 50% of total 
Production. 
• 40%) share of total Exports. 
• Employing more than 42 Million People, next only to Agriculture. 
• Growth rate more than overall Industrial growth rate. 
• Produces a wide range of products, more than 8000. 
• Contributes 8% to GDP. 
• Credit to SMEs from PSU Banks Rs. 148,600 Cr. as on March 2008. 
1.1 Background 
The post war period witnessed the widening of the economic gap between developed and 
underdeveloped nations and a growing awareness on the part of the latter to bridge this gap. 
Underdeveloped nations had particularly pinned their hopes on industralisation, which had 
historically proved itself to be dependable means to achieve the supreme objective of 
economic development, namely to elevate the living standard of the people and to promote 
their social and economic well being. The developing countries had generally fared well in 
the field of industrial development and have been instrumental in accelerating the pace of 
industralisation of the country. 
Despite of industralisation in many underdeveloped countries, the per capita income of 
inhabitants had not recorded a substantial improvement. A sustained increase in per capita 
real output over a period is necessary to raise the standard of living of the people. 
The SMEs Sector plays an important role in the economies of both industralised as well as in 
developing countries. While in the advanced countries, the typology of this sector tends to be 
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homogeneous (mainly in term of firm size and teciinoiogy). In tiie developing countries 
(characterized by low industralisation) there is co-existence of both very small craft-type 
enterprises in the informal economy and Small and Medium businesses in the organized 
sectors. As industrialization progresses, the composition of SMEs Sector would undergo a 
change in favor of modern small enterprises. These modern small enterprises firms are 
capable of adopting state of the art technology, relatively big with larger market share, quality 
conscious and may also be export-oriented units. 
1.2. Defining the Problem 
Credit is undoubtedly, the jugular vein of small enterprise development in any economy. But, 
a major constraint in the development of Small and Medium Industries is inadequate credit to 
finance operations and expansions in our country. The difficulties in obtaining Institutional 
Credit largely stem from a lack of collateral and the inability to comply with documentation 
requirements. Better understanding of the financing patterns of small firms and how they 
change with institutional development has important policy and resource implications. 
Many policymakers in governmental and international aid organizations believe that in 
developing countries small firms have inadequate access to external finance as a result of 
market imperfections. In response, significant resources are being channeled into the 
promotion and financing of small and medium-size enterprises in developing countries. For 
example, the World Bank Group lends more than $2 billion a year in SME support programs. 
Significant renewed interest has also emerged in development banks, which seek to provide 
loans that promote development by lending to constrained borrowers in developing countries, 
particularly small firms. 
Understanding hov*' financing patterns of small firms differ across institutional environments 
is an important first step in assessing these costly policies. Simplification of procedures and 
flexibility in rules governing small borrowers would help to increase the flow of institutional 
funds required for increased investment in the post WTO regime. The possibility of 
interaction between formal and informal sources to increase loan-able funds for small and 
medium enterprises needs to be probed for the development of SMEs Sector in India. 
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Chapter!: Review of Literature 
In the present chapter an attempt has been made to review the existing literature on the 
present study. The 99 studies conducted in India and abroad relating directly or indirectly to 
Small and Medium Enterprises have been reviewed (Year-wise) in order to determine the 
research gap and to establish the need for this study. 
2.1. Research Gap : On reviewing the above literature, it appears that though various 
studies on different issues relating to Small and Medium Enterprises have been conducted in 
India and abroad but there are only very few studies carried out on the SMEs Finances after 
WTO Regime. There is an urgent need to address the issues involved in the production, 
technological up gradation, marketing and provision of supportive financial system for Small 
& Medium Enterprises in India. The present study helps a lot in this regard. 
Hence there is a research gap and a need for the present study in this new environment. In 
this study all aspects of financial requirements and their use in SMEs in pro WTO era have 
been taken into consideration. Despite the more or less conclusive evidence on the shortage of 
financial resources at the command of the Small and Medium Enterprises, it is unfortunate 
that adequate attention has not been paid to ensure the development of SMEs Sector in India. 
Chapter 3 : Need, Objective, Organisation and Scope of Study 
3.1. Objectives of Study 
In sustaining their competitiveness, SMEs face many pressures and constraints due to their 
limited resources like finance, skilled manpower and advanced technology. Thus, their 
strategy should match the organization's resources to the changing environment and in 
particular its markets and customers in the pursuit of its goals and objectives. The specific 
objectives of the study are : 
1. To find out the problems being faced by the SME Unites. 
2. To study the manner in which the available funds of the units are deployed on 
various items of Fixed and Current requirements. 
3. To find out the financial requirements of the SME Units in the Pro W.T.O Era. 
4. To examine the policies, procedures and practices being practiced by the Central 
Govt, and Financial Institutions in providing long term and short term funds to the 
SME Units. 
5. To make suggestions for improving the Financial Support System for SMEs Sector 
in India. 
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3.2. Organisation of Study 
The study has been organized in nine chapters. 
The first chapter is an introductory chapter. It provides the bactcground of the SMEs Sector, 
importance of this sector and defines the problem statement. 
Chapter two is devoted to the review of literature on SME Sector. The studies relating 
directly or indirectly to the present subject has been depicted and reviewed in order to 
determine the research gap and to establish the need for this study. 
The third chapter exhibits the need & significance of study, objectives and scope of study. 
Chapter four is devoted to the Research Methodology. The Research Design, Sample 
selection, data collection methods and data collection tools have been explained in this 
chapter. 
The analysis and discussion on the findings of the study from the survey and SMEs that and 
experienced Bank/offered policy makers makers have been included in Chapter five. 
Chapter six depicts a case study. A comparison has been made in two real accounts i.e. 
borrowers of a nationalized bank. One account has shown very good results while the other 
has turned bad and is proving difficult for recovery. 
The summary, findings and suggestions and conclusions have been exhibited in chapter 
seven. 
Chapter eight depicts the contribution to new knowledge. 
The limitations of this study and suggestion for further study have been exhibited in chapter 
nine. 
Chapter -4: Research Methodology 
In this chapter the research design and the procedures for conducting the study have been 
described. It defines the instrument development, pilot testing, research design, data 
collection and data analysis procedure. 
4.1. Instrument Development 
This is an exploratory study and the major emphasis remained on discovery of ideas and 
insight for identifying the credit flow requirements & their use alongwith financial support 
system for the SMEs Sector in the post WTO regime. The following methods have been 
applied in the Research design :-
a) The Survey of concerning Literature. 
b) The Experience Survey of SME Industries and Bankers/Policy Makers. 
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c) Case Study - Analysis and comparison of one Good Managed SME 
Account and one Bad Managed SME Account. 
4.2. Pilot Testing 
Pilot testing was conducted to validate the information required for this study and the 
questionnaire. This was necessitated because some of the measurement items were modified 
or developed specifically for this research leading to compilation of some new questions. 
A preliminary questionnaire was developed by amalgamating item pools from previous 
studies and distributed to ten Small and Medium Enterprises and five Professionals Their 
feedback for improvements on clarity, readability, content enhancement and layout were 
incorporated in the second stage of the questionnaire development. 
A set of twenty four Small and Medium Enterprises (12 each) was interviewed using the 
revised questionnaire. Verbal feedback was received and changes made accordingly. The 
pilot test results indicated a requirement of simplification of some words to cater to varied 
level of English language comprehension in India. The words flexibility and responsiveness 
were explained again with more clarity. 
4.3. The Selected Region 
The geographical area of Research has been selected "National Capital Region of Delhi". It 
includes Delhi, Faridabad, Gurgaon, Bahadurgarh, Ghaziabad, Noida and Bhiwadi. 
4.4 : The Questionnaire 
Information relating to all the above mentioned characteristics of the units has been collected 
through a field survey of Small and Medium units using a structured questionnaire. We have 
structured the questionnaires separately for SMEs Entrepreneurs and for Bankers/Policy 
Makers. The questionnaires have been structured to have 11 blocks to collect the information 
under different headings like, Company's identification. General information. Manager's 
profile, Input and output, Production process, Taxation pattern. Existing technology, Change 
in technology, Market profile. Financing pattern and Government policy measures. The 
questionnaire includes questions of both objective and subjective type which are easily 
understandable to the respondents so as to capture the real state of affairs. 
4.5. Data Collection Instruments 
• Questionnaires 
• Personal Discussions 
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4. 6 : Sample Selection 
As proposed in the Research proposal, data have been collected from the Small and Medium 
Enterprises in the National Capital Region of Delhi by bifurcating the firms in the undemoted 
two categories : 
• Group 1 : Industries representing Small Scale Sector in India = 80 
• Group II : Industries representing Medium Scale Industries in India = 80 
In addition to above, the in-depth interview has been taken from 25 experienced 
Bankers/Officials from Nationalised Sector, Private Sector Banks, Small Industry 
Development Bank of India, Experienced Persons / Organizations in SMEs Sector and 
Ministry of Small Scale Industry Delhi and Govt, of India. 
4.7 Sampling Procedure: 
Within the broadly defined set, the sample has been selected using Purposive Sampling. The 
purposive sampling method has been preferred instead of Random Sampling for reasons of 
non-availability of the complete list of Small and Medium Units and the nature of study. 
Keeping the above mentioned parameter in mind and the researcher's experience of more than 
30 years in Banking, the Purposive Sampling has been opted. The sample was selected from 
the list of 1600 Registered and un-registered SMEs obtained from all the above mentioned 
sources in the National Capital Region of Delhi 
4.8. Data Collection Methods 
• Primary data collection. 
• Secondary data collection. 
Primary data from the sample units, as explained above have been collected through Personal 
Interviews with the Owners/Managers and experienced Bankers/Officials on the basis of a 
pre-tested structured questionnaire. The Secondary data has been collected from the various 
journals, Reports and issues of SIDBI, RBI, IBA, CRISIL, National Institutes for 
Entrepreneurship and Small Business Development, Ministry of Small Scale Industry, Govt, 
of India, Research Papers, Reports of various Study Groups, Newspapers, Books and Internet 
sites and other relevant sources. 
4.9. Data Analysis Tools: 
Statistical tools like Co-relation, Frequency, Percentages, Chi-Square and Factor Analysis 
have been used for analyzing data. 
By: Prof. G S Popli 
CREDIT FLOWS AND THEIR USES IN SMEs SECTOR IN INDIA IN THE POST WTO ERA 
Chapter -5: Results and Discussion 
The present Chapter carries out an analysis of the responses gathered from the Primary and 
Secondary data collected from various sources. The Research into the 'Credit flows and their 
use in SMEs in India in the Post WTO era' has been done in three parts as explained in the 
Research Methodology Section. 
The first part of empirical study had included the existing perception, definition, performance 
of SMEs and implications involved in the pro WTO regime. This has also taken in 
consideration the present status of SMEs Sector in some developing and developed countries 
of the world alongwith the credit flow available to this sector. 
The second part of this research has included the feedback for the proposed framework from 
both SMEs as well as the Banking Industry/Policy-Makers of the country. The requisite 
information was gathered from 160 Small and Medium Enterprises and 25 experienced 
Bankers/Officials/Policy Makers selected for the study through questionnaires (separately) 
and detailed discussion. The results have been discussed accordingly. 
The third part covers a study on the two SMEs accounts, financed by a nationalized bank. A 
comparison has been made between one well managed SME Account and another bad 
managed SME Account based on various management and financial parameters. 
5.1. Phase One: 
- Definition of "SMEs" - Global Scenario" 
- Performance Indicators of SMEs : The Global Scenario 
- SMEs: The Indian Scenario 
- Definition of SMEs in India : 
- Evolution of Investment Limits for Small & Medium Scale Industries (SMEs) 
Year 
1950 
I960 
1966 
1975 
1980 
1985 
1991 
1997 
2005 
Investment Limit (Original) 
Upto Rs. 5.00 Lacs in Fixed Assets 
Upto Rs. 5.00 Lacs in Fixed Assets 
Upto Rs. 7.50 Lacs in Plant and Machinery 
UptoRs. 10.00 Lacs in P&M. 
Upto Rs. 20.00 Lacs in P & M. 
Upto Rs. 35.00 Lacs in P & M. 
Upto Rs. 60.00 Lacs in P & M. 
UptoRs. 3.00 Cr. i n P & M # 
UptoRs. 1.00 Cr. inP&M. 
The Investment Limit enhanced to Rs. 5.00 Crores in respect 
of certain specified items under Hosiery, Hand tools. Drugs, 
Pharmaceuticals and Stationery items & Sports goods.* 
Additional condition 
Less than 50 (or) 100 
persons with power 
(or) without power. 
No condition 
No condition 
No condition 
No condition 
No condition 
No condition 
No condition 
No condition 
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Performance Indicators of SMEs Industries Sector in India 
Annual Flow of Credit 2006-2007 
Indicators 
Public Sector Banks 
Other Banks (Private, foreign banks, SIDBI etc) 
Emerging Sources( VC/ PE, ECBs, factoring etc) 
Total 
MSMs (Former 
SSIs) 
$5.4 Billion 
$ 2.4 Billion 
$ 7.8 billion 
MSME Sector 
$9.5 Billion 
$3.5 Billion 
$3.0 Billion 
$ 12 Billion 
- Contribution of SMEs in the GDP of India 
Year 
1999-2000 
2000-2001 
2001-2002 
2002-2003 
2003-2004 
Contribution of SME (%) at 1999-2000 Prices in 
Total Industrial Production 
39.74 
39.71 
39.12 
38.89 
38.8 
Gross Domestic 
Product(GDP) 
5.86 
6.04 
5.77 
5.91 
5.82 
Growth Rates of Production 
Year 
2002-03 
2003-04 
2004-05 
2005-06 
Growth Rate of SME 
Sector (%) 
8.68 
9.64 
10.88 
12.32 
Overall rate of industrial 
sector (%) 
5.7 
6.9 
8.4 
8 
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- Exports from SME Sector 
Item 
Total Exports 
(Rs. Crore) 
Exports from 
SSI Sector 
(Rs. Crore) 
Share of SSI 
sector in total 
exports (%) 
Growth rate in 
Exports (%) 
Years 
2000-2001 
202510 
69797 
34.47 
28.78 
2001-2002 
207769 
71244 
34.29 
2.07 
2002-2003 
252137 
86013 
34.03 
20.73 
2003-2004 
291582 
97644 
33.49 
13.52 
2004-2005 
375339.5 
124416.6 
33.15 
27.42 
2005-2006 
456417.9 
150242 
32.92 
20.76 
- Financial Sector and Policy based Finance in India - Pre W.T.O Era. 
(a). At National level 
(b). At State Level 
©. At District level 
- Agencies supporting Institutional Finance for Small Scale Industries: 
(a). At the National Level: 
(b). At the State Level: 
©. . At Regional & District Level: 
- Industry specific Institutional Finance for SMEs 
(a). Present Policy Framework and Focus Areas 
(b). Amendment of Govt, of India (Allocation of Business Rules) 
©. Small and Medium Enterprises Development Act, 2006 
Policies for Institutional Finance to SME Industries 
Finance is one of the critical inputs for the promotion and development of the micro and small 
enterprises. Some of the features of existing credit policy for the SMSEs are: 
(a). Priority Sector Lending: 
(b). Institutional Arrangement: 
(i) Refinance Assistance 
(ii) Direct Lending and 
(iii) Development and support services. 
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©. Emerging Sources of Finance: 
(d). Credit Guarantee Scheme: 
(e). Performance & Credit Rating Scheme: 
Emergence of W.T.O. Regime and the World Trade 
Background: World Trade Organization (WTO) 
Since its inception in 1995, the World Trade Organization has made a significant impact on 
the way international business is being conducted. The WTO strive for global trading 
harmony - to ensure that trade flows as smoothly predictably, fairly and freely as possible. 
Scope of WTO Agreements 
The WTO agreement covers: 
• Goods-: (Main Agreement GATT) e.g. all industrial products, FMCG's (consumer 
durables) etc. 
• Services: (Main Agreement GATS) e.g. Banking, Insurance, Consultancy, etc. 
• Intellectual property: (TRIPS) e.g. patents, copyrights, trademarks etc. 
• Investment measures: (TRIMS): domestic regulations applied to foreign investors. 
Principles of WTO Agreements 
Objectives of WTO Agreements : 
Impact of WTO on Indian Trade 
WTO and Small and Medium Scale Enterprises 
The WTO and its Impact on Indian SMEs 
Quantitative Restrictions: 
576 items have been freed on April I, 1999 from the reservation of products for SMEs and 
only 236 items are under the restricted list. The Exim policy 2000-2001, removed quantitative 
restrictions only on 58 items reserved for SSI sector. The remaining 198 items were to be 
freed on April 1,2001.. 
Tariff Levels 
Anti-Dumping 
Subsidies and Countervailing Measures 
Technical Barriers to Trade (TBT) 
Trade Related Investment 
By: Prof. G S Popli 
CREDIT FLOWS AND THEIR USES IN SMEs SECTOR IN INDIA /N THE POST WTO ERA 
Intellectual Property Rights 
Trade and Investment 
Agreement on Trade Related Investment Measures (TRIMs) 
Dimensions of Financial Demand from SMEs in the Post WTO Regime 
(a). Demand for Working Capital, and 
(b). Demand for Investment 
Chapter - 6 : Case Study 
Comparative study of one Good Account/Successful Entrepreneur with another Bad 
Account/Unsuccessful Entrepreneur. 
M/S. ABC Rubber Industry and M/S. XYZ Carpet Udyog, tiie two SMEs Accounts (Names 
changed) are the customers of a nationalized banl<. They are availing certain credit facilities 
from their bank since their inception. We have studied both the accounts thoroughly to find 
out the style of working, application of funds and decision making process leading to their 
success or failures. The analysis has been done on the undernoted parameters. 
(A) Study of Good SME Account (M/s. ABC Industry- Name Changed) 
1. History of the Unit. 
2. Location and infrastructure. 
3. Product and Marketing. 
4. Value of Account. 
5. Share Holding Pattern. 
6. Risk parameters. 
7. Detail of Credit Facilities. 
8. Assessment of Working Capital requirement. 
9. Comparison of Net Sales (last four years). 
10. Comparison of Net Profits (last four years). 
11. Operating Performance and Financial Position. 
12. Critical Analysis of Operating Performance and Financial Position. 
13. Credit Risk Management Analysis. 
14. Assessment of Fund Based Working Capital Limit. 
15. Assessment of Non-Fund based Limits. 
16. Concession / Relief by way of Margin / Commission / Interest. 
17. Profit & Loss A/c and Balance Sheet as on 31st March, 2005. 
18. Directors & Auditors report for the financial year 2005. 
19. Profit & Loss A/c. and Balance Sheet as on 31st March, 2006. 
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20. Directors & Auditors report for the financial year 2006. 
21. Profit & Loss A/c. and Balance Sheet as on 31 st March, 2007. 
22. Directors & Auditors report for the financial year 2007. 
23. Analysis of Profit & Loss A/c and Balance Sheet (last three years). 
24. Comments on track record of company. 
25. B) Study of Bad Account (M/s. XYZ Industry - Name Changed) 
1. History of the Unit. 
2. Technical knowhow. 
3. Details of Raw Material. 
4. Past & Projected Sales. 
5. Operafional Analysis. 
6. Detail of Credit Facilities. 
7. Profit & Loss A/c. and Balance Sheet as on 31" March, 2004. 
8. Analysis of Profit & Loss Account and Balance Sheet for the year 2004 
9. Balance Sheet as on 31" March, 2005. 
10. Analysis of Balance Sheet and Profit & Loss Account for the year 2005 
11. Profit and Loss Account and Balance Sheet as on 31" March, 2006. 
12. Analysis of Balance Sheet and Profit & Loss Account for the year 2006 
13. Comments on track record of the Company - Gradual Down fall of the 
Company. 
C) Comparison between Good Account and Bad Account 
Comparison of Turnovers of the Companies. 
Comparison of Net profits of the Companies. 
Comparison of Sundry Creditors of the Companies. 
Comparison of Debt-Equity Ratios of the Companies. 
Comparison of Current Ratios of the Companies. 
Comparison of Net Working Capitals of the Companies. 
Comparison of Current Assets of the Companies. 
Comparison of Tangible Net Worth of the Companies. 
D) Conclusion of the Study 
7. Summary, Findings And Conclusion 
Findings and Suggestions 
The findings from this study have been presented in three parts, viz. pertaining to SME 
Industry, pertaining to Bankers/Officials and pertaining to comparison of two SME Accounts. 
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7.1. Findings from the study of Small and Medium Enterprises 
(a). Pertaining to problems of SMEs Sector in India, 
(b). Deployment of available funds by SME Industries 
CD. Requirement of Funds by SMEs. 
(d). Govt. Policy for Protection of SME Sector in India 
(e). Challenges before Indian SMEs in the post WTO era. 
7.2, Findings from survey of 25 Bankers / Officials 
(i). Change in Technology 
(ii). Taxation Pattern for SME Industry 
(iii). Financing Pattern for SME Industry 
(iv). Recovery in SMEs Accounts 
(v). Govt. Policy Measures for SME Industry 
7.3. Findings and Suggestions from Case Study 
1. There should be a thorough study on the location of the units. We should not set up 
the SME Units in the unapproved/unauthorized or residential areas. 
2. Laws of the land should be known to the Entrepreneurs and complied with strictly. 
3. We should avoid the short cuts for some immediate gains and should focus on the 
permanent methods for the growth and future of the company. 
4. Use of funds should be judiciously and properly. The companies should ensure that 
these are being used only for the business purposes and these should not be 
withdrawn from the business for some other uses. 
5. Projections should be made realistic one. If the company is not able to achieve the 
projections continuously, the goodwill of the owners and company suffers. 
6. The Bankers/Financial Institutions should always be given the true picture. We 
should not hide anything from them and should discuss our financial problems before 
thing go out of control. 
7. The SME Companies should upgrade their technology to enable them to compete in 
the markets. 
8. The quality of the products must be maintained, 
9. The company should concentrate on Research & Development also. 
10. The SME Companies should diversify their products and markets. 
11. Reserves and Surplus must be created out of profits. 
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12. Good marketing strategy should be adopted for their products. 
Conclusion: 
On the basis of conclusions drawn in the present study based on Questionnaire and interview 
from the Entrepreneurs/Bankers & Policy Makers the following suggestions are given for the 
development of Small and Medium Enterprises in India. 
1. The SMEs in India lacks in knowledge and use of modern techniques of production. 
2. There is a need to upgrade the technology in the Indian SME Sector. 
3. A strong and supportive Financial System is required for development of this sector 
in India. 
4. SMEs consider lack of quality consciousness, inadequate Govt, support, growth 
conducive environment and raising funds from market as major problems. 
5. Market research, welfare of employees and research & development are top ranking 
areas for making investments. 
6. Inadequate access to institutional finance has led the SMEs to depend upon informal 
sources of funding. Access to appropriately priced capital in order to enable SMEs to 
invest in capacity augmentation, technology and marketing is critical to achieve and 
maintain competitiveness. 
7. The requirement of finance for deployment in Fixed Assets, working capital and plant 
& machinery by SME Sector will increase sharply. The Financial Institutions and 
Commercial Banks should provide hassle-free finance on easy terms to this Sector. 
8. The Commercial Banks and Financial Institutions should devise special schemes on 
easy terms for upgradation of technology in SMEs Sector. 
9. The SMEs should make use of equity participation and Joint Ventures as alternatives 
sources of finance to strengthen their financial position. 
10. RBI should fix targets for SME financing for all the commercial banks in Public, 
Private and Foreign Sector. 
11. The SMEs and Financial Institutions should ensure proper/optimal deployment of 
funds in fixed assets, plants & machinery and working capital. 
12. The SMEs should select the location of their units very carefully. They should ensure 
that the law of the land is implemented properly. 
13. The SMEs should focus on diversification of products and markets for their 
production. 
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14. There should be no diversification of funds. 
15. The bantcers should use the latest models for credit appraisals & rating tools for 
financing of SMEs. 
16. Cluster Based Approach be used for SMEs financing. 
17. The Commercial Banks/Financial Institutions should consider the assessment of the 
person and activity aiongwith the project. 
18. The Indian Banks/Fls should finance SMEs on the lines of system prevailing in some 
developed countries of the world. 
19. The Govt, should provide help in marketing of products produced by SMEs. 
20. SMEs should be given some special concession on interest charged and should be 
linked with Credit Rating System. 
21. The Govt, may consider waivement of collateral security upto some agreed amount. 
22. Definition of SME Sector be linked to employment or turnover of the units instead to 
investment in Plant & Machinery. 
23. The Govt, should provide some protection to SME Sector in India in the pro WTO 
regime. 
24. SIDBl should play more effective and direct role for the development of SME Sector 
in India. 
25. In credit appraisals, not only the assessment of project, but also the assessment of the 
person and activity be considered. 
26. The Govt, should issue instructions to the Banks and Financial Institutions to avoid 
delay in sanctioning the Term Loans and Working Capitals. The procedure should be 
simplified. 
27. Tax structure should be revised. Transparency and simplification in tax procedures 
be ensured. There should be a system of charging fewer taxes from Small and 
Medium Enterprises. 
28. There should be more training Institutes for workers to ensure the availability of 
efficient and skilled workers e.g. ITIs. 
29. Most of the SMEs are inherited and their owners are not professionally qualified. As 
such, there should be specialized courses and Training Centers for owners of SMEs. 
30. There should be more specialized branches for ensuring finance to Small and 
Medium Enterprises. 
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31. There should be aware-generation programmes about Government policies 
pertaining to SME Sector. 
32. The Government should establish more Specialised Export Zones for Small and 
Medium Enterprises. 
33. Increased use of Information technology by SMEs in all the spheres of the business 
activities should be encouraged. 
34. There should be an overall Improvement in quality, cost and service to customers by 
the SMEs. 
35. The Government Agencies should provide guidance to SMEs on regular basis in 
marketing strategy. 
Chapter 8: Contribution to New Knowledge 
This research will not only add to existing knowledge of Small and Medium Enterprises but 
would also help in understanding the problems of SME Sector in the post WTO era, with 
special reference to financial support system in India. 
The present study on 'Credit flows and their use in SMEs in India in the post WTO era" 
would help in not only addressing the emerging trends and opportunities in the SME Sector 
but also would focus on providing an adequate financial support system for the smooth 
growth of this Sector in our country. 
Chapter- 9: Limitations of the Study 
(a). This study primarily looks on the past, current and future of SMEs as well as SME 
finances but more views of many shareholders for the SME systems need to be taken in 
consideration which exposes study's Limitation. 
(b). Further the present study will not take into account the units having investment of less 
than Rs. I lac owing to a number of problems viz. non-maintenance of the proper accounts, 
unwillingness of the very small units to share the information. 
0 . We have used Purposive Sampling Method due to the requirement of quantitative and 
quantitative informafion requirement of this study instead of Random Sampling Method, 
which is considered to be more scientific. 
9.2. Directions for future Research 
During the course of study, the following issues have been identified but could not be 
attempted and are felt necessary for future research : 
(a). Issues involved in the need and adoption of technology by Indian SMEs. 
(b). Strategy development for internalization of Indian Small and Medium Industries. 
— — — 17 
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(c) Study on Sector specific SMEs Industries viz. Automobiles, Textile, Plastic, I.T. Sector 
and Iron & Steel, 
(d). Study on new sources of finance viz. Equity participation and Joint Ventures, 
(e). Application of Information Technology in Indian Small and Medium Industries, 
(f). Study on environment related issues in Indian Small and Medium Industries. 
Such an attempt may be made in the Indian Small and Medium Enterprises Sector. 
Annexures : (a). Set of two questionnaires and 
(b). list of Organizations visited 
Bibliography 
By: Prof. G S Popli 
CREDIT FLOWS AND THEIR USES IN SMEs 
SECTOR IN INDIA IN THE POST WTO ERA 
THESIS 
SUBMITTED FOR THE AWARD OF THE DEGREE OF 
BY 
G.S. POPLI 
Under the Guidance of 
Prof. Javaid Akhtar 
Dean 
Faculty pf Management Studies & Research 
Aligarh Muslim University, Aligarh 
(Internal Advisor) 
Dr. C.P. Gupta 
Professor of Accounts & Finance 
Deptt. of Commerce 
Management Development Institute 
Gurgaon (India) 
(External Advisor) t" i ( ( 1 ' 
DEPARTMENT OF BUSINESS ADMINISTRATION 
FACULTY OF MANAGEMENT STUDIES AND RESEARCH 
ALIGARH MUSLIM UNIVERSITY 
ALIGARH-202 002 (INDIA) 
2009 
^8sie' 
,'•/ 
2 7 :5cr •/<)]4 
T8312 
CREDIT FLOWS AND THEIR USES IN SMEs SECTOR IN INDIA IN THE POST WTO ERA 
Dedkaiedta, 
Smt. 3tamp^au S^ojyti (Mathm) 
6. 
£aU Sfki S).St. ^e^U (ffatfim) 
.'• I 
V 
By: Prof. G S Popli 
CREDIT FLOWS AND THEIR USES IN SMEs SECTOR IN INDIA IN THE POST WTO ERA 
DECLARATION 
I do hereby declare that the thesis titled "CREDIT FLOWS & THEIR USES IN SMEs 
SECTOR m INDIA IN THE POST WTO ERA" submitted to the Department of Business 
Administration, Faculty of Management Studies and Research, Aligarh Muslim University -
Aligarh for the award of the Degree of Ph.D in Business Administration is the original 
research work carried out by me under the guidance of Dr. Javaid Akhtar, internal Advisor, 
Dean and Chairman Research Committee, Department of Business Administration , Faculty 
of Management Studies and Research, Aligarh Muslim University, Aligarh and 
Dr. C.P. Gupta, Professor of Accounts and Finance, Department of Commerce, Management 
of Development Institute, Gurgaon, External Advisor. The thesis has not formed the basis for 
the award of any Degree / Diploma / Associate ship / Fellowship or other similar title to any 
candidate of any University/Institution. 
Place : New Delhi (Prof. G.S. POPLI) 
Aug 2009 
By: Prof. G S Popli 
Prof. Javaid Akhter OFFICE OF THE DEAN iaJl^^ 
Dean Faculty of Management Studies and Research . . . . 
dean@amufmsr.in ^ " f i " " ' ' ' ' ^ " ^ ' ' ' " University, Aligarh-202002 (INDIA) y - ^ ' ^ J ^ 
CERTIFICATE 
This is to certify that the thesis titled "CREDIT FLOWS & THEIR USES IN 
SMEs SECTOR IN INDIA IN THE POST WTO ERA" submitted to the 
Department of Business Administration, Faculty of Management Studies and 
Research, Aligarh MusHm University - Aligarh is a record of original research work 
done by Prof. G.S. Popli during the period of his studies with the Department of 
Business Administration, Faculty of Management Studies and Research, Aligarh 
Muslim University, Aligarh under my guidance and that the thesis has not formed the 
basis for the award of any Degree/Diploma/Associate-ship/Fellowship or other 
similar title to any candidate of any University/Institution. 
Prof. Javaid Akhtar 
Internal Advisor 
Place; Aligarh, India 
August 2009 
Tel.: 0571-2702044/2700920, Extensions (3576/3581), www.amufmsr.in 
BMDI 
sr TTiought Laadvrm and Chang* Mnt f ln 
Management Development Institute 
Post Box No. 60, Mehrauli Road, Sukhrali, Gurgaon 122 001 (Haryana) India 
Tel: (EPABX) (+91-124) 4560800, 4013050-61, 2349831, 833-836, 2340173, 
2340153, 2346760-61 Fax : (0124) 2341189, website : http://www.mdi.ac.in 
(Dialing Codes : From Delhi 95124, Other Places 0124, International +91-0124) 
CERTIFICATE 
This IS to certify that the thesis titled "CREDIT FLOWS & THEIR USES IN 
SMEs SECTOR IN INDIA IN THE POST WTO ERA': submitted to the 
Department of Business Administration, Faculty of Management Studies and 
Research, Aligarh Muslim University - Aligarh is a record of original research 
work done by Prof G. S.. Popli during the period of his studies with the 
Department of Business Administration, Faculty of Management Studies and 
Research, Aligarh Muslim University, Aligarh under my guidance and that the 
thesis has not formed the basis for the award of any Degree/Diploma/Associate-
ship/Fellowship or other similar title to any candidate of any 
University/Institution. 
>TA 
E)/terAal Advisor 
Cliaiptnan and Professor 
Accounting and Finance Area, 
Management Development Institute 
Gurgaon (India) 
Place : Gurgaon 
August 2009 
CREDIT FLOWS AND THEIR USES IN SMEs SECTOR IN INDIA IN THE POST WTO ERA 
ACKNOWLEDGEMENTS 
1 sincerely thank my two direct guides, Dr. Javaid Akhtar and Dr. C.P. Gupta, with 
immense gratitude for not only being there to iceep me on the right track but also for their 
immense help, guidance, motivation and advice at all times. It was due to them that 1 
persevered in this endeavor despite being in a full time professional job. I consider them 
greatly responsible for providing me the environment for the completion of my dissertation 
and pointing me out to the right path whenever it appeared as if 1 have reached a dead end. In 
nut shell, it would not have been possible to complete this task without their full support. 
f wish to acknowledge my gratitude to Dr. Parvej Talib, Prof. D.N. Rao, Director AIMA, 
Prof. Rajesh Sharma, Dr. B.S. Nagi and Prof. Subhranshu Mohantj' for providing me 
valuable inputs whenever required. 
1 am beholden to Dr. V.P. Singh, Dr. Vijay Sharma, Prof. Vinay Joshi, Shri S.L. 
Khurana, Shri A.S. Giil, Dr. Bharat Jha and Dr. B.P. Singh for providing me much 
needed academic and moral support from time to time. 
I acknowledge with thanks, the library support provided by Mrs. Roma Sharma, Deputy 
Director, AIMA, Mrs. Paramjit Kaur, AIMA, Mr. Babu Arora, Rattan Tata Library, Delhi 
University, Mr. Sharad, F.M.S. Library Delhi University and Kaushai Kishor Singh, 
AIMT, Greater Noida. 
I am also grateful to Nilabh, Sandip, Vaibhav, Pankaj, Sunny, Manu Hari, Javed, 
Alamgir, Neha, Mansha, Sangita and Shilpa all Management students for helping me in 
data collection for this study. 
My gratitude and thanks are also due to various members of AIMA, particularly 
Dr. Sonwalkar, Dr. Devashish Rath and Mrs. Kiran Rawat, who were instrumental in 
helping me during the foundation part of the course. 
I would like to thank honorable Minister Shri M R Singhal, the then Industry Minister 
Government of Delhi, Mr. Surender Malik, Mr. Kamal Lomesh, Mr. Suresh Chand & 
all the respondents to the survey questionnaire, experienced Bankers and Senior Govt. 
Officials who took out their precious time and contributed towards the study with their 
valuable inputs. 
1 am deeply indebted to the support I received from my wife, Sunita and my daughter 
Rupina whose patience and understanding in us taking holidays and me not having sufficient 
time for them during the term of the program helped me to remain steadfast on the path to 
complete this study. 
1 will be failing in my duty if I do not express my sincere thanks to all those persons who 
have directly or indirectly helped me in this Endeavour. 
New Delhi 
Aug 2009 (Prof. G.S. Popli) 
By:Prof.GSPopli 
CREDIT FLOWS AND THEIR USES Il\ SMEs SECTOR IN INDIA IN THE POST WTO ERA 
TABLE OF CONTENTS 
Chapter Topics Page No. 
Chapter-1 
Chapter -2 
Chapter -3 
Chapter -A 
Introduction 
1.1. Background 
1.2. Defining the Problem 
Review of Literature 
Need, Objective, Organisation and Scope of Study. 
3.1. Need and Significance of Study 
3.2. Objectives of Study 
3.3. Organisation of the study 
3.4. Scope of Study 
1-3 
4-23 
24-29 
Chapter- 5 
Research Methodology 
4.1. 
4.2. 
4.3. 
4.4. 
4.5. 
4.6. 
4.7. 
Instrument Development 
Pilot Testing 
Research Design 
Sample Selection 
Data Collection Methods 
Data Collection Instruments 
Data Analysis Tools. 
Results and Discussion 
5.1. Phase one : SMEs: The Glol 
30-35 
36-151 
5.2. Phase two: 
5.3: 
SMEs : The Indian Scenario 
Emergence of WTO Regime and the 
World Trade 
Impact of WTO on Indian Trade. 
WTO and SMEs 
The WTO and its impact on Indian SMEs 
Dimensions of Financial Demand from 
SMEs in the post -
WTO Regime 
(a) Experience Survey : SMEs 
(b) Experience Survey: 
Bankers/Officials 
Chapter-6 
Chapter -7 
Phase three; Case Study 
Summary, Findings and Conclusion 
7.1 Summary 
(i) Pertaining to problems of SMEs Sector in India, 
(ii) Deployment of available funds by SME Industries 
(iii) Requirement of Funds by SMEs. 
(iv) Govt. Policy for Protection of SME Sector in India 
(vi) Challenges before Indian SMEs in the post WTO era. 
7.2. Findings 
(i) Change in Technology 
(ii) Taxation Pattern for SME Industry 
(iii) Financing Pattern for SME Industry 
(iv) Recovery in SMEs Accounts 
(v) Govt. Policy Measures for SME Industry 
7.3. Conclusion 
152-202 
203-225 
By: Prof. G S Popli 
CREDIT FLOWS AND THEIR USES IN SMEs SECTOR IN INDIA IN THE POST WTO ERA 
Chapter-8 
Chapter-9 
Annexure 
BIBLIOGRAPHY 
Contribution to New Knowledge 226 
Limitations and Suggestions for Future Study 227 
(A). Questionnaire for SMEs in Research Study 
(B). Questionnaire for Bankers/Govt. Officials in Research Study 
(C). List of Organisations visited. 
By: Prof. G S Popli 
CREDIT FLOWS AND THEIR USES INSMEs SECTOR IN INDIA IN THE POST WTO ERA 
LIST OF TABLES & GRAPHS 
j Table & Graphs 
\ Table 1: Evolution of Investment Limits for Small & Medium Scale 
i Industries (SMEs) 
i Table 2: Investment Ceilings for Small & Medium Scale Industries, 2005 
i Table 3. Profile of Small and IVIedium Enterprises(SME) Sector in India 
i Table 4. Annual Flow of Credit 2006-2007 
Pajge No. 
37 
38 
38 
39 
\ fable 5. Contribution of SMEs in the GDP of India j 39 
1 'fable 6. Growth Rates Of SMEs Sector \ 40 
Table 7. Time Series Data 1 40 
i Table 8. Growth Rates of Production | 41 
1 Table 9. Exports from SME Sector i 41 
Table 5.1. Profileof Small and Medium Enterprises | 59 
i Table 5.1.1 Involvement of Owners in SMEs with Designation j 61 i 
i Table 5.1.2 Existin^Position of Board of Directors 
1 Table 5.1.3 Existing Position of Business Establishment 
1 Table 5.1.4 Position of Previous Employment/Experience of the Owners 
1 Table 5.1.5 Position of Business Travels b^ the Owners 
Table 5.1.6 Profile of the Managers 
[ Table 5.1.7 Investment in Plant & Machinery (Purchase Value) 
i table 5.1.8 Annual Sales-turnover of the SME Units. 
Table 5.2.1 Existing Position of Production Process 
1 Table 5.2.2 Statusof Existing Technology in Main Processing 
1 Table 5.2.3 Types of Machines 
1 Table 5.2.4. Present Status of Technology in Material Handling 
Table 5.2.5 Status of Existing Communication Mode 
! Table 5.2.6 Status of Existing System of Storing and Processing information 
i Table 5.2.7 Position of Collection of Market information 
Table: 5.2.7.1 Frequency of Coilection of Market Information 
1 Table 5.2.8. Collections/Payments problem of^ SIVIE Units 
i Table 5.2.8.1 Present Position of Bad Debts 
i Table 5.2.9. Present Position of Distribution Channels 
Table 5.2.10 Existing Brand-Name of the SME Units 
j Table 5.2.11 Position of Demand Constrain in the post WTO era. 
Table 5.2.12 Easy-Availability of Funds from Fls. 
i Table 5.2.2.16 Avaiiabiiity of Govt. Assistance 7 heip. 
j Table 5.3.1. Requirementof Finance for Fixed Capital 
1 Table 5.3.2. Requirement of Finance for Plant & Machinery 
Table 5.3.3. Requirementof Finance for Working Capital 
i Table 5.2.4.1. Change/Upgradation of technology in the post WTO era 
Table 5.4.2. Requirement of Funds from Fls in the post WTO era. 
Table 5.4.3 Change in Production Schedule after the Change in Technology 
i Table 5.4.4. Change in Work-allocation after the change in technology 
Table : 5.4.5 Change in Material-Inventories after the Change in Technology 
Table: 5.4.6 Change in Communication within the Plant 
Table 5.4.7. Change in Communication with Suppliers 
Table 5.4.8. Change in Communication with Customers 
Table 5.4.9. Change in Work-allocation at Plant level Organisation 
Table 5.4.10 Frequency of change in Work-allocation at Plant level 
Organisation 
Table 5.4.11 Change in Work-allocation at Plant level after 1991 
Table 5.4.12. Change in Work-allocation at Plant level Organisation after post 
WTO era. 
62 
63 
64 
65 
66 i 
67 i 
68 i 
71 j 
72 i 
73 i 
74 i 
76 1 
77 ! 
78 i 
79 i 
80 i 
81 i 
82 1 
83 i 
84 i 
85 i 
86 1 
87 i 
88 i 
89 i 
90 j 
91 i 
92 i 
93 j 
94 1 
95 I 
96 i 
97 i 
98 1 
99 j 
100 1 
101 \ 
By: Prof. G S Popli 
CREDIT FLOWS AND THEIR USES IN SMEs SECTOR IN INDIA IN THE POST WTO ERA 
Table 5.4.13. Reasons for Change/Upgradation of Technology 
i Table 5.4.14. Requirement of Training/Qualification of staff after the Up-
gradation of technology 
Table 5.4.15. Requirement of additional Managers/Staff after the Up-gradation 
of Technology 
Table 5.4.16. Technical/Professional Qualification of additional Staff 
1 Table 5.4.17. Status & level of Existing Surplus Staff after the Change of 
; Technology 
Table 5.4.18. Financial - Planning for Retirement of the Existing Surplus Staff 
i Table 5.4.19 Requirement of Finance from outside sources 
1 Table 5.4.20 Position of Overall Sources of Finance 
1 Table 5.4.21. Positionof Equity-Participation by other Firms 
Table 5.4.22. Status of Equity Participating Firms 
Table 5.5.1. Govt. Policies for Protection of SME Sector. 
Table 5.5.2. Availability of Govt. Assistance in Marketing of the Products 
Table 5.6.3. Regulation of SME Industries through Govt. Policies. 
1 Table 5.5.4. Usefiilness of Govt. Policies for SMEs Sector. 
Table 5.5.5 Linkage of Interest Rates 
Table 5.5.6 Govt. Policies on Collateral Security for loans to SME Sector 
Table 5.5.7. Position of Govt. Policies of other Countries on SME Sector 
Table 5.5.8. Requirement of Change in Govt. Policies 
Table 5.6.1. Market Profile-Exports position of the SME Units 
Table 5.6.2. Existing status of Markets for SME Units 
Table 5.6.3 Position of Demand Constrain in the Post WTO era. 
Table 5.6.4. Existing Competition Level of the Markets for SME Units 
Table 5.6.5 : Demand Forecast in the Post WTO era 
Table 5.6.6. Reasons for Competitive Markets in the Post WTO era. 
Table 5.6.7 : Expectancy of Market Expansion in the post WTO era. 
Table 5.6.8 Forecasting of Credit Requirement in the Post WTO era 
Table 5.6.9. Requirement of Funds from Outside Sources in the Post WTO 
Era. 
Table 5.6.10. Strategy Development for the SME Units in the Post WTO era 
103 
104 
105 
106 
107 
108 
109 
110 
111 
112 
113 
114 1 
115 ' 
116 : 
117 i 
118 1 
119 
120 J 
121 i 
122 i 
123 1 
124 i 
125 1 
126 i 
127 
128 
129 
130 
By: Prof. G S Popli 
...jCMMrZ4(MyjM..IMMiMIi^M£ll€ggIl^il^M 
Chapter- 1 
INTRODUCTION 
. _ - . , » < - — , . — * 
By: Prof. G S Popli 
CREDIT FLOWS AND THEIR USES IN SMEs SECTOR IN INDIA m THE POST WTO ERA 
CHAPTER! ; INTRODUCTION 
Take a look at any big company. Now, look back through time and track down when the 
company actually began. Not too many were bom the size of the National Federal Bank or 
Procter & Gamble. Almost every company we know of began as an SME. The all-powerful 
Microsoft began with a couple of guys in a small garage in North-America; Vodafone as we 
know it today was once a little spin-off from Racal; Hewlett-Packard started in a little wood 
shack; Google was begun by a couple of young kids who thought they had a good idea; even 
Volkswagen at one point was just a little car maker in Germany, as opposed to being a giant 
small car maker globally today. 
Small and Medium Enterprises (SME) all over the world have been recognized as the silent 
drivers of a nation's economy. Their enterprise is laudable and their ability to generate pools 
of growth and employment, invaluable. This is true for most developed, as well as developing 
economies. In the emerging economic order SMEs are the leading edge when it comes to 
innovation and entering new global markets. The SME story in India is no different. With 
over 50% of industrial output through 95% industrial units, SMEs form the backbone of the 
Indian economy. Their contribution to the economy is huge and hence they are entitled to 
their rightful share of attention from Financial Institutions. Some of the important features of 
Indian Small & Medium Enterprises are exhibited below : 
• India has nearly 13 Million SMEs 
• Industrial Production Rs. 6,95,100 Cr. as on March 2008, which is 50% of total 
Production. 
• 40% share of total Exports. 
• Employing more than 42 Million People, next only to Agriculture. 
• Growth rate more than overall Industrial growth rate. 
• Produces a wide range of products, more than 8000. 
• Contributes 8% to GDP. 
• Credit to SMEs from PSU Banks Rs. 148,600 Cr. as on March 2008. 
1.1 Background 
The post war period witnessed the widening of the economic gap between developed and 
underdeveloped nations and a growing awareness on the part of the latter to bridge this gap. 
Underdeveloped nations had particularly pinned their hopes on industralisation, which had 
historically proved itself to be dependable means to achieve the supreme objective of 
economic development, namely to elevate the living standard of the people and to promote 
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their social and economic well being. The developing countries had generally fared well in 
the field of industrial development and have been instrumental in accelerating the pace of 
industralisation of the country. 
There are numerous reasons why developing countries had to accelerate their rate of industrial 
advance. In the first place, 7% annual growth rate of manufacturing could not meet the 
increasing demand for manufactured goods by these countries which as a consequence 
became more dependent on net imports of manufacturers. Secondly, most developing 
countries had experienced demographic rates well above 3% so that the rate of success in 
manufacturing attained by a number of developing countries, when measured in per capita 
terms was moderated. 
Unless the underdeveloped countries had strived to accelerate the pace of industralisation, the 
hope of achieving a decent standard of living for their people remained a mirage. In many 
underdeveloped countries like India, which had undertaken planned economic development, a 
large number of new and modem industries had been set up. Such industries neither induced 
the technology transformation all over the economy nor have they made any dent on the basic 
problems of poverty and under-employment. 
Despite of industralisation in many underdeveloped countries, the per capita income of 
inhabitants had not recorded a substantial improvement. A sustained increase in per capita 
real output over a period is necessary to raise the standard of living of the people. 
The term 'industry' refers mainly to manufacturing activities, agriculture, mining and most of 
the other services are excluded from it. The term 'industralisation' is used to designate the 
growth of manufacturing industry. It is thus a part of much broader process of economic 
development, which involves the raising of standard of living, through a steady increase in the 
efficiency of factors of production. India is a developing country and economic development 
here must basically mean raising the productivity of agriculture workers. After a certain stage 
of development however, it may become more profitable to transfer the surplus labor to other 
gainfial employment such as manufacturing. Economic development involves an inevitable 
shift away from agriculture to manufacturing, transport and communication. This structural 
shift from agriculture is the essence of economic development and termed as industralisation. 
The SMEs Sector plays an important role in the economies of both industralised as well as in 
developing countries. While in the advanced countries, the typology of this sector tends to be 
homogeneous (mainly in term of firm size and technology). In the developing countries 
(characterized by low industralisation) there is co-existence of both very small craft-type 
enterprises in the informal economy and Small and Medium businesses in the organized 
sectors. As industrialization progresses, the composition of SMEs Sector would undergo a 
change in favor of modem small enterprises. These modem small enterprises firms are 
By.GSPopli 2 
CREDIT FLOWS AND THEIR USES IN SMEs SECTOR IMNDIA IN THE POST WTO ERA 
capable of adopting state of the art technology, relatively big with larger market share, quality 
conscious and may also be export-oriented units. 
The Small and Medium Enterprises exercise a stabilizing influence on the vagaries and 
uncertainties of rural economy besides contributing to its prosperity especially in countries 
predominantly by agriculture. Short gestation period, less infrastructural facilities and low 
capital cost are the advantages of Small and Medium Enterprises. They mobilize effective 
utilization of resources, capital and skill which might otherwise remain unutilized or 
inadequately utilized particularly in rural, remote and backward regions. These industries can 
be set up in any part of the country depending upon the availability of local skill and 
resources thereby facilitating balanced industrial development in the country. 
1.2. Defining the Problem 
Credit is undoubtedly, the jugular vein of small enterprise development in any economy. But, 
a major constraint in the development of Small and Medium Industries is inadequate credit to 
finance operations and expansions in our country. The difficulties in obtaining Institutional 
Credit largely stem from a lack of collateral and the inability to comply with documentation 
requirements. Better understanding of the financing patterns of small firms and how they 
change with institutional development has important policy and resource implications. 
Many policymakers in governmental and international aid organizations believe that in 
developing countries small firms have inadequate access to external finance as a result of 
market imperfections. In response, significant resources are being channeled into the 
promotion and financing of small and medium-size enterprises in developing countries. For 
example, the World Bank Group lends more than $2 billion a year in SME support programs. 
Significant renewed interest has also emerged in development banks, which seek to provide 
loans that promote development by lending to constrained borrowers in developing countries, 
particularly small firms. 
Understanding how financing patterns of small firms differ across institutional environments 
is an important first step in assessing these costly policies. Simplification of procedures and 
flexibility in rules governing small borrowers would help to increase the flow of institutional 
fiinds required for increased investment in the post WTO regime. The possibility of 
interaction between formal and informal sources to increase loan-able funds for small and 
medium enterprises needs to be probed for the development of SMEs Sector in India. 
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CHAPTER-2; REVIEW OF LITERATURE 
In the present chapter an attempt has been made to review the existing literature on the 
present study. The studies relating directly or indirectly to the present subject have been 
reviewed (Year-wise) in order to determine the research gap and to establish the need for this 
study. 
Yalawar Y.B.(1974) concluded in his study on "Managerial Problems of Small Business" that 
Small Scale Industries are playing significant role in our economy in terms of employment 
and production. With their growth, the problem of unemployment can be solved to a great 
extent. People engaged in small business can improve their standard of living if they know 
how to manage business efficiently. Because of limited capital resource, entrepreneurs need 
finance and credit to run their business smoothly. Credit Guarantee Corporation and 
Commercial Banks provided these services. But the procedure of sanctioning loan was 
cumbersome and inflexible which discourage small entrepreneurs to go for financial 
assistance from these institutions. Small entrepreneurs had to face the problem of marketing 
their goods and services. The Govt, had set up export cell for this purpose but the results 
were not good. This defect can be removed by fixing standard for the items reserved for 
small units by ISl. 
Kumar, P.S. (1974) revealed in his study that with the addition of large number of items to the 
reserve list, there will be further scope for the expansion of the Small Scale Sector and 
ancillary units. Many entrepreneurs had taken advantages of the facilities that are being 
offered for setting up such enterprises, particularly in the industrially backward areas. These 
measures will play a crucial role in the development of SSI Sector in India. 
Sharma, Murari Lai (1974) studied the impact of Financial Institutions on the Industrial 
Development of Bihar. He evaluated the performance of these financial institutions. He 
found that these institutions could not finance effectively. They require support from the 
Government. There should be a special set-up for financing of SSI Sector. In order to satisfy 
the demand of small and medium sized industries, the setting up of Small Industries Bank, 
had been suggested. 
Mongia, M.L. (1974) made an attempt to study the development of ancillary units. He 
suggested that small ancillary units were not subsidiary of large units. In April I960, a 
committee was constituted which recommended the preparation of list of parts, components 
and assemblies required by large industries. As entrepreneurs of small units, they were 
unable to get consultancy and technical know-how. But these were made available to these 
small units just by gaining the status of ancillary units of large industries. 
Oommen, M.A. (1975) conducted a study on the Small Scale Industries in Kerala state. The 
Small Scale Industries in Kerala faced major difficulties regarding the dearth of capital, lack 
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of knowledge of modem techniques of production and mariceting and lack of suitable factory 
accommodation. The industrial estate programme was a device to save time, efforts and 
capital. SFC, NSIC, SBl and commercial banks had assisted in providing loans and 
machinery. The development programmes for the promotion of Small Scale Industries had 
failed to fulfill their objectives due to the un-utilisation of local resources, creation of 
employment and dispersal of industrial growth. The poor performance was not due to any 
basic weakness in the conception of these programmes but due to the defects in their design, 
strategy and implementation. 
Rao, G.V. Chelapathi (1976) also made an attempt to study ancillary units. He examined that 
large industries could gain economically by encouraging not only the establishment of 
ancillaries but also by converting the existing Small Scale Industries into ancillaries units. 
There was considerable resistance on the part of the major industries in the public sector to 
encourage ancillaries due to the difficulty of following tender procedure and observing other 
purchase formalities, which were not present in private sector. It was suggested that the 
parent industries should be made responsible to provide important critical raw material to the 
ancillary industries. By adopting these suggestions ancillary units will be able to supply 
dependable and quality components or service at rates much cheaper than that of the parent 
industry without increasing its manpower with all its attendant problems. 
Ready, P.K (1977) observed in his study on "The Role of Small Scale Industries" that during 
1974 Census Small Scale Industries had a number of plus points from the point of view of 
location, capital, import needs, employment and income distribution. It was suggested that 
employment in the industrial sector could be increased by increasing the number of 
production units or by increasing capital utilization. There should be maximum utilization of 
installed capacity in the SSI industries. 
Vepa, Ram. K. (1978) had examined the Industrial Policy of 1948 and 1956. He explained 
that Small Scale Industries had been provided significant place and it had been interlinked 
with the other related sectors such as handlooms, handicrafts, khadi development and even 
with agro industries to bring a greater economic prosperity to the region. District Industries 
Centers had been set up to overcome the credit and marketing problems. Industrial Estates 
were established in the rural areas for providing ready-made accommodation to the 
entrepreneurs. New training programmes were started for SSI Entrepreneurs for making them 
aware of the new technologies through induction of R & D efforts. 
Sonthalia, A.R. (1979) emphasized in his study that a product can be produced by different 
techniques. The choice of techniques depends upon the proportion in which inputs were 
combined to obtain output. Attention should be given to those industries, which will create 
favorable conditions for the growth of other industries. This is very important for the 
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development of industrial sector and economic growth of the country. It was suggested that 
poor countries should invest in labor intensive industries instead of investing in capital-
intensive industries. 
Singh, Y.P. (1979) in his study on "Small Industrial Units and Entrepreneurship in India" was 
of the view that Small Scale Industries account for a large proportion of the industrial 
enterprises, industrial employment and the gross domestic industrial product in the country. 
Small Scale Industries mobilize savings, which were idle, more efficiently. Small Scale 
Industries and entrepreneurs were closely interrelated as they help in promoting each other. 
The main cause of backwardness was the lack of resources and not the lack of 
entrepreneurship. It was suggested that production facilities to the entrepreneurs under a 
single roof through District Industries Centers should be provided. 
Reddy, S.T. (1979) found that in Anantpur most of the Small Scale units were structured on 
proprietary basis rather than on partnership basis which made difficult for them to get loans 
from financial agencies due to their inability to provide collateral security. Entrepreneurs 
from agricultural background got more loans instead of entrepreneurs from trading 
community because their fixed property takes time to turn into cash. Commercial Banks had 
not provided loans to tiny units but Government persuaded them to provide advances and 
loans to small industries. 
Choudhary, R.P. (1979) conducted a study on the growth in unemployment and large scale 
poverty of rural masses. West Bengal Government had introduced Margin Money Scheme 
and State Incentive Scheme to create employment opportunities for unemployed educated 
youth. Close interactions between agricultural and industrial sectors were set up as per 
Industrial Policy of 1956. The Government provided various measures such as purchase 
preference and reservation for exclusive purchase by Government department and public 
sector undertakings and support for the marketing of the products. 
Rao, Vadapalli Lakshmana (1980) made an attempt to study the industrial entrepreneurship 
and productivity. He found that estate entrepreneurs suffered from procurement of raw 
material. Labor and human resource productivity increased as a result of increased capital 
intensity. But capital and total factor productivity has declined reflecting the fall in efficiency. 
No correction had been made for the degree of capacity utilization in measuring capital stock. 
Seth, P (1980) in her study on "Development of Small Scale Industries in Meghalya" revealed 
that Meghalya had good scope for industries based on mineral resource, agriculture, livestock, 
forest and forest produce. But Small Scale Industries were set up according to the need and 
resources. In order to develop small scale industries. Government of India had opened the 
branch of Small Industrial Service Institute and Small Industrial Extension Training Institute 
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to provide technical advisory service. In order to support entrepreneur's financial assistance, 
requirements will be given by Financial Institutions. 
Choudhary, R.P. (1980) in his study on "Changing Pattern of Small Business" observed that 
prior to independence small industrial finance was mainly supplied through the proprietor's 
own investment, indigenous banks, managing agents and public deposits. But the pattern of 
business finance in India had changed rapidly since independence especially after the 
establishment of SFCs and due to bank nationalization. Policy decision by the Government in 
favor of small industries from time to time is also responsible for the revolutionary change in 
the pattern. Financial Institutions provided timely guidance and assistance to these units 
instead of simply watching these activities. 
Singhal, M.L. (1980) in his study on "Changing Pattern of Business Finance" observed that 
public deposits had been an important source of business finance in the beginning financial 
needs of cotton textile, sugar, engineering, chemicals, power generation and distribution, tea 
gardens and other industries were generally fulfilled through public deposits. But since the 
nationalization of the fourteen largest Private Sector Commercial Banks, huge amount of 
fijnds have been mobilized for agriculture, export and Small Scale Industries. 
Chakraborty, B.(I980) in his study on "Smali Scale Industries around Steel Plants" 
established that in order to get higher productivity at a lesser cost. Steel Plants should be set 
up in the country. To upkeep these plants, heavy spares and other materials be produced 
either from heavy industries already established or imported. Steel Plants had encouraged the 
establishment of Small Scale Industries around them to provide light spares and other 
materials required by the plants, to use as by-products, scraps, wastes available from the plant 
and to provide employment opportunities. These industries should be considered as ancillary 
and auxiliary of the steel plant, so that Small Scale Industries had not to face problems 
relating to availability of raw-material, marketing of product and testing facilities which 
would be provided only by the large scale industries. In these cases united efforts of 
Government and plants had been helpful. Effective communication system between small 
and parent industries had been designed and implemented. 
Iqbal, Badar Alam (1981) observed that Agro Industries had played an important role in the 
economy of developing countries. The economic prosperity of a developing economy is 
dependent on integration of its agriculture with industry. In this way agro based industries 
were set up in rural areas, so that excessive pressure on land is reduced by shifting the 
excessive unemployed labor to industrial area. Many factors slow down the growth of agro 
based industries in Uttar Pradesh, financial resources was one of them. To overcome these 
disparities, it was suggested to set up apex financial institutions at the national or state level, 
which would exclusively look after the financial affairs of agro industries. 
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Rai, H.L. Brahamanandan, G.N.(1981) in their study on "Marketing Problems of Small Scale 
Sector" observed that Small Scale Industry instead of playing a prominent role in industrial 
structure had to face marketing problem. They were unaware of up-to date market 
information and had no frequent contact with potential customers abroad. In India, small 
industries had failed to compete with large industries. Marketing was not only a problem in 
itself but gave rise to sickness. It was suggested to provide marketing facilities by forming 
groups and consortia to producer of similar goods and set up export formation council for 
important manufactured products. 
Devi, Indira (1981) conducted a study on "Small Scale Industrial Units in Visakhapatnam 
City. The study shows that with the increasing urbanization people migrate from rural to 
urban. Amongst the working age groups, the ratio of educated and un-educated 
unemployment grows very fast in Visakhapatnam. The problem of all these can be solved by 
establishing more and more Small Scale Industrial Units. 
Bala, Mohan Das. V (1981) made an attempt to study the "Ancillary Industrial Development." 
He found that in Vishakhapatnam Hindustan Shipyard and Bharat Heavy Plate and Vessels 
made efforts towards the formation of small scale units as ancillaries. But they faced 
marketing and financial problems, which were connected with the problems of production and 
management. Price fixation was one of them and the ancillary unit due to their weak 
bargaining power could not effectively negotiate for a better deal. It was suggested that State 
Government should persuade the large units to encourage parent-ancillary relationship. 
Singh, K.S. (1982) made an attempt to study "Marketing Challenges for the Eighties". He 
found that during eighties, Small Scale Industries faced marketing problem due to limited area 
of marketing. Market research was almost neglected as a sales promotion device to sell their 
product through intermediaries. This had adverse effect on their working capital and leads to 
stoppage of production. The period of credit was unduly longer particularly in case of 
Government and Semi-Government purchases and media of advertisement was unscientific. 
In order to overcome these problems SSIDC suggested investing on market research 
programme as well as exploring new area of marketing and selling the product through sales 
depots and emporia. It had provided free marketing consultancy services and free training 
programmes in marketing management. But most of the services extended cannot be 
implemented successfully without an effective co-ordination between Government's 
Association of Manufacturers and Chambers of Commerce, Banking and Financial 
Institutions. 
Victor. F.S. Sit had (1983) conducted a detailed study on "Strategies for Small Industry 
Promotion in Asia". In this study he brings out the approach that a reform of Government 
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policies should redirect the focus from the micro-economic level of the firm to the macro-
economic level of business and the economic environment. 
Chavan, S.B. (1983) found that during the sixth plan large and basic industries created 
employment to only half a million unemployed whereas Small Scale Industries provided nine 
million jobs both part time and full time. It was suggested that to bring industraJisation in no-
industry districts and backward area, Government should announce incentives so that regional 
imbalances could be overcome. 
Sharma, K.R. (1985) made a study relating to economic problems of Small Scale Industries in 
Rajsthan. He found that Rajsthan is an economically backward state with vast land but major 
part of it is dry and infertile. Agriculture depends upon rainfall, which is scanty and 
uncertain. Planning for industrial development in the state mainly emphasized on the 
development of infrastructural facilities, which were inadequate. He suggested that the 
activity for the development institutions had to be determined for better utilization of 
resources and talents. Industry-wise development committee should be set up at State, 
District and Local levels. 
Balu, V (1991) studied economic development of Tamil Nadu. He revealed that finance is the 
main com stone for the economic development of country. Due to lack of finance, Tamil 
Nadu topped the list of sick industries in India during the year 1987. It was observed that 
entrepreneurs with non-business backgrounds, like agriculture, heavily relied upon the 
external sources like Banks and Financial Institutions, whereas entrepreneurs with business 
and professional backgrounds could manage initial capital from their resources. Their 
reliance on external sources is comparatively less. Majority of the entrepreneurs feel that 
though banks and financial institutions lend money, the various problems like delay in 
sanctioning and disbursement of loans, inadequacy of funds and narrow attitude of the 
officials are some hindrances in the way of development. Further, he suggested that a single 
agency should be established to provide quick and timely service to the entrepreneurs. 
Sunil. K. Saikia (1992) studied different problems faced by Small Scale Industries in North 
East Region of the country. According to him, despite of vast deposits of minerals and forest 
resources available in the region, the region still is industrially backward. This was due to 
lack of coordination among different industrial units and lack of technical information. In 
order to increase the industrial development of the region, these problems have to be tackled 
very soon. 
Wani, V.P. (1993) conducted a study on "Quality Consciousness in Small Scale Sector". 
According to him Small Scale Entrepreneurs should be quality conscious about their product. 
Traditional concept of quality consciousness which indicates that it increases cost of 
production should be changed. Today productivity means goods of better quality at less cost, 
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which has less chance of rejection, good profitability with less alteration. The entrepreneurs 
who are taking advantage of such opportunities and are quality conscious about their product 
should be considered as a successfiil entrepreneur. 
Ramaswamy, K.V. (1994) in his study on "Small Scale Manufacturing Industries" found that 
the performance of Small Scale Industries was good in terms of employment, export and 
value added because of the basic characteristics of the industry. The items of products 
reserved for Small Scale Industries were low. There was direct relationship between wages 
and productivity. The wages of the workers were low as compared to corporate sector. 
Further he signified that there is not much change in the structure of Small Scale Industries. 
Khanka, S.S. (1994) in his study on "Growth and Sickness in Small Scale Industries in India", 
observed that global experience indicates that in the process of economic and industrial 
development, a certain level of industrial sickness is inevitable. Industrial sickness is not an 
overnight occurrence but a gradual process taking 5 to 7 years to erode the health of a unit. 
Sickness cannot be attributed to a single factor alone. It is an ultimate result of the cumulative 
effect of many factors, which may be closely inter-related. These are broadly classified into 
internal and external causes of industrial sickness. In most of the cases small scale units 
become sick due to external causes like infrastructural bottlenecks, economic cycles, 
industrial and fiscal policies of the Government, shortage of raw material and working capital 
and marketing problems. 
Himachalam, Jaya Chandran and Narender (1995) in their study observed that central capital 
intensive sector made no attempt to varied socio economic problems chronic unemployment, 
disparity in income and wealth of different regions, untapped natural, local based resources 
and so on. Keeping in view the needs of the country, the Government of India had played an 
important role to uplift the small scale sector which has high potential for employment 
generation, narrowing economic imbalances and un-utilisation of untapped natural resources 
which are locally available. It was suggested that small units should be provided required 
financial assistance at right time and at concessional terms by financial institutions. The 
industrial estates should be provided all infrastructural facilities, technical, managerial and 
financial assistance at reasonable rates. 
Yarran, Raju.B. (1995) in his study on "Small Industries : An Overview" found that the main 
cause of sickness was high cost of production because the raw material purchased were in 
short quantities and at higher price. Small Scale Industries also lack adequate funds from the 
banks and consequently leads to shortage of working capital. Small units also delay in getting 
payments from large industries, which were the bulk purchase is of their products. It was 
suggested that all these units at the initial stage should be supported not only by lending funds 
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but also by creating specialized agencies within banks to advise and guide the Small Scale 
Industries to run the industrial units. 
Chen et al (1995) in their study on "Speed, Stealth and Selective Attack : How Small Firms 
Differ from Large Firms in Competitive Behavior" observed that smaller firms experience 
greater market and customer un-certainty. Those who own and manage the smaller 
businesses exhibit a vastly greater range of aspirations than owners/managers of large firms. 
The smaller firms rationally respond by favoring short over longer term gains and flexible 
over specific investments even where there is some cost penalty. 
Ward et al (1995) in their study on "Business environment, operations strategy and 
performance : An Empirical study of Singapore Manufacturers" have observed that link 
between environment and operations strategy determines firm performance. Therefore, based 
on the market environment, SMEs should decide their strategies for investments, development 
of competencies and priorities for reducing cost and improving quality. Formulation of 
strategies and their effective implementation will influence their performance. 
Chadha Vikram (1995) found that the use of outdated technology by SSI Units is the critical 
obstacle in the way of growth and modernization of the small industries. Small Industries can 
be modernized by improving productivity, enhancing quality, reducing cost and restructuring 
product mix through up-gradation of technology and enlarging the skill of the workers. The 
liberal fiscal and monetary incentive should be given to these units so that they can carry out 
R&D particularly in technology intensive industry. 
Williams et al (1995) in their study "Manufacturing strategy, business strategy and firm 
performance in a mature industry" identified significant relationship between manufacturing 
strategy and firm performance. They observed that it is generally believed that SMEs are 
reluctant to change due to fear of failure and other constraints but due to the dynamic nature 
of the market scenario. SMEs will need dynamic strategies in this competitive era. 
D.V. Avsthi (1996) in his study on , "Fostering Entrepreneurship among Engineering 
Students in the Post-Liberalisation Era" had suggested some strategies. The study besides 
establishing a link between the quality of engineering education and enterpreneual success, 
proposes some strategies for making the young generation of Indian Engineer the future 
Enterpreneurs of the country. Some suggestions for improvement in the country's existing 
infrastructure development are also included. 
Arun, A.V. (1996) found that the growth of modem small scale industries increased in 
Kamataka and these industries were welcomed in terms of their basic performance. However, 
the performance has taken place in few industries. It was found that SSI units were 
established on the pattern of large and medium size industries and concertrated generally in 
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urban areas. It was suggested that such type of policy should be incorporated which will help 
in the diversification of the small scale sector to other districts of the state. 
S. Matadeen (1997) in a study on "Small and Medium Enterprises in Mauritious - It's 
evolution and growth with special reference to investment criteria" argues for considerable 
Government support in the form of tax, duty concessions and soft term loans. The results of 
the study reveal that of the SMEs with an investment of over Rs. 1 Million, 76 per cent are 
corporate and of those with an investment of more than Rs. 3 Million, 90 per cent are 
companies. Similarly, irrespective of their year of formation, 64 per cent of SMEs in the 
corporate sector are willing to re-invest more than 1 Million in Plant and Machinery. 
Rao, D. Subba (1997), made financial analysis of small paper mills in Andhra Pradesh. He 
observed that due to the acute shortage of paper in Andhra Pradesh, Govt, of India set up 
small paper mills based on non-conventional raw material. But inspite of many facilities and 
fiscal concessions, the operational figure of small paper mills had generally fallen short of 
expectation and many of them categorised as sick and close down due to shortage of financial 
help. It was suggested that for the steady progress and prosperity of the small paper mill their 
finances should be managed efficiently and effectively. 
Tidd, J. (1997) in his study on "Complexity, Networks & Learning : integrative Themes for 
Research on Innovation Management". Observed that the main task of coi-porate strategy for 
SMEs is not to describe the current state of art but to identify and explore core competencies 
that must be added. Otherwise, the current competencies can become obsolete and begin to 
function as core rigidities. A more natural and fruitful approach is therefore to think of 
knowledge and skills required by the SMEs in order to maintain or improve its 
competitiveness. 
Khanka, S.S. (1998) made an attempt to study "Development of Small Scale Industries in 
Assam". He found that industrial activities in the country like India, concentrates on the areas 
connected with road, urban centre and markets. The number of industrial units can be 
increased by reviving the closed units of the small scale sector. The product wise, food and 
allied industries dominate the industrial scene of the state, followed by engineering and 
manufacturing, wood products, textiles and non-metallic and mineral products in that order. 
But proper infrastructure facilities, easy availability of finance and marketing facilities need 
immediate attention. He suggested that as a result of Government's promotional policies, the 
growth of small scale industries in Assam and the share of SSI units in the country's total 
products can be increased to a great extent. 
D. Fink (1998) in his study on "Guidelines for the successful adoption of Information 
Technology in Small and Medium Enterprises had provided a pattern of the factors that 
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facilitate i.T. adoption policies and procedures to replace the adhoc ones in use. The 
recommended phased approach minimizes the overall risk of technology acquisition. 
Moen (1999) in his study on "The relationship between firm size, competitive advantages and 
export performance revisited" observed that resource scarcity can impact on the ability of 
smaller firms to enter export markets and can also limit a smaller firm's ability to reach more 
advanced states of internationalization. 
Marria, Danilo Gambelli and Christine Philips (1999) in their study on, "Thie growth of Small 
and Medium Enterprises with reference to TV Industry in Township and Rural China had 
analysed the working of Small and Medium Enterprises with special reference to T.V. 
Industry operating in rural China, it focuses on factors that affect the growth of TVs run by 
Township and Village Enterprises. The results of the panel estimates highlight some 
important features of TVs run by T.V. Sector and provide empirical evidence in support to the 
possible role of clustering and human capital in the provincial growth of this sector. 
Jethra, B.D (2000) in his study on "Export Orientation for Small and Medium Enterprise" 
observed that there is a vast potential to increase export from the Small Sector but this would 
require well directed and combined efforts on the part of the Government, the industry 
associations and the entrepreneurs to overcome the major problem and constraints being faced 
and capitalize on the inherent strengths which the country possesses in plenty, it is further 
observed that it could be looked forward to a sustained and very healthy growth in the Small 
Scale Sector in the year to come. 
A.H.M. Nuruddin Chowdhury (2000), in a study on "Small and Medium Enterprises in Asian 
Developing Countries" focused on some of the issues pertaining to the role of Small and 
Medium Industries in Industrial Development. This study is based on surveys and findings in 
four countries, namely, India, Bangladesh. Indonesia and Philippines. It first gives a brief 
account of the performance of Small and Medium Industries in the four countries and then 
reviews the policies adopted in regard to these industries and finally suggests some possible 
reforms.. 
Mersha, T. (2000), "Quality, Competitiveness and Development in Sub Saharan Africa" 
found that firms in industralised countries that have adopted a quality oriented strategy have 
achieved improved productivity, greater customer satisfaction, increased employee morale, 
improved management labour relations and higher overall performance. 
Dangayach G.S and S.G. Deshmukh (2001) in their study "Practice of Manufacturing 
Strategy : Evidence from select Indian Automobile Companies" observed that the new 
competition is in terms of reduced cost, improved quality, higher performance products, wider 
range of products, better service, all delivered simultaneously. 
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Gary A. Knight (2001) has conducted a detailed study on "Entrepreneurship and Strategy in 
the International SME" in U.S.A. Using data from an empirical study of SMEs in U.S.A., the 
author had devised a structural model that reveals the role of international entrepreneurial 
orientation, key strategic activities and the collective effect of these constructs on the 
international performance of the modem international Small and Medium Enterprises. 
Findings imply that International Entrepreneurial orientation tends to promote the 
development of a strategic competence, as well as internalization preparation and technology 
acquisition. 
Rajput, Jyotsna (2001) in her study observed that the globalization means free market 
economy. All tariff and non-tariff barriers to import and export cease under globalization. 
Indian economy decided to participate in globalization because it faced a very difficult 
situation during the year 1990-91 on account of domestic as well as external front. 
Chaston et al (2001) in their study on "Organisational Learning Style, Competencies and 
Learning Systems in Small U.K. Manufacturing Firms" have observed that the areas of 
competence concerned with new product development, human resource management 
practices, organizational productivity, the management of quality and management of 
information were extremely crucial in terms of influencing small firms growth rates. They 
observed that firms which have adopted a higher level learning orientation can be expected to 
exhibit statistically significant higher competencies across the areas of measuring customer 
expectations, identifying qualify variance, implementing qualify improvements, using 
information to optimize information technology to acquire data. 
Vinas et al (2001) in their study on "A conceptual Model for the Development of 
Technological Management Processes in Manufacturing Companies in Developing 
Countries" found that global competitive strategies are increasingly becoming technology 
driven in the context of extremely dynamic and turbulent environments. Technology operates 
on competitiveness in two ways. First, by altering the price structure through the 
development of more efficient and flexible processes and second by enabling the creation of 
better products of greater qualify, better design, after sales service and short delivery periods. 
Mukherjee, Neela (2002) evaluated the performance of Small Scale Industries in India and 
World Trade Organisation. According to him small and medium enterprises occupy a crucial 
position in the Indian Economy, not only because they contribute to GDP, income, exports 
and employment but they also provide self employment, livelihoods and small business. And 
it is important to create and ensure space and more opportunities for such a sector. 
Corbett L.M. and Campbell-Hunt, (2002) in their study on "Grappling with a Gusher : 
Manufacturing's Response to Business Success in Small and Medium Enterprises" observed 
that SMEs can gain competitive advantage through the quality of their products because they 
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can implement a just-in-time system with low defect rates or higher quality of products. It 
will also help in reducing product cost. 
Sharma Ashok, B. (2002) in his study on "Food Processing Industry Disappointed" discussed 
that Government had protected the agro-producers by raising import duty but did not gave 
similar protection to the processed food sector. But reduction in import duty without 
initiating reforms in domestic policy would make difficult for domestic concerns to face 
global competition, it was suggested that duty should be reduced to protect food industry, to 
exempt processed fruits and vegetable from excise duty would increase the sale. 
Aggarwal Abha (2002) observed that the idea of establishing industrial estate in India came 
into existence in the year 1956 and the first industrial estate was established in Rajkot and 
gradually all the states adopted this policy of industrial development. Industrial estates were 
established in most part of the backward area of Uttar Pradesh as well as in other States of 
India. In the beginning it was thought that if all kinds of basic facilities related to the 
infrastructure of small scale units are provided by the Government through these industrial 
estates, rapid industrial development would take place. With this idea and vision for rapid 
advancement of the backward regions of the state, the Government of Uttar Pradesh 
established the first industrial estate in Bhimtal. 
Atri Anjana (2003) in her study on "Performance Appraisal of Small Scale Industries in 
Himachal Pradesh" suggested that the small scale units be provided with modem technology 
on subsidized rates so as to enable them to compete with other industries. The long term 
financial position can be improved by changing the financial mix of small industries. The 
greater dependence on outsider's fund should be reduced by applying more and more owner's 
fund. Owners should raise funds by issuing Share Capital. In this way the burden of interest 
charges can be reduced to a large extent. Long-term capital must be used for long-term 
purposes and similarly short-term capital must be used for short term purposes. 
Allan Gibbs (2003) in a study, "Small and Medium Enterprise Development : Borrowing 
from elsewhere, explores the issue of ideas internationally. The focus is upon the transfer of 
knowledge and practice in the field of Small and Medium Enterprise Development. It points 
out that there is greater opportunity for ideas transfer via the new communication 
technologies. It argues that there has been a neglect of such work in academic field and is a 
strong case for greater academic interest. 
Luostarinen and Gabrielsson (2004), in their study on globalization of the SME Industry, 
concluded that bom global or drawn irom large countries globalize mainly because of the 
demand based pull forces in global markets for their products. Conversely, Bom Global 
drawn from small and open economies do so due to the push and pressure forces related to the 
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smallness and openness of domestic markets and the fear of expected future competition 
coming from Bom Global located in large countries. 
Dr. Syed Vazih Hussain (2004), in a study on "Performance of Small Scale Industries in India 
and the Challenges ahead had made an attempt to access the performance of Small Scale 
Sector in India through five variable viz., Number of units, Investment, Production, 
Employment, Export and the challenges ahead. The author had cautioned that with the 
introduction of WTO and its conditional ties many of the existing support structures would 
vanish and SSIs would have to struggle on their own. As such, the Government should take 
measures to safeguard the interest of SSIs after de-reservation era and to make them 
competitive both domestically and globally. The areas which require special focus are : 
Technology up-gradation. Infrastructure assistance. Enhancement of fiscal support, Timely 
availability of credit, Adoption of modem management facilities, use of electronic 
infrastructure and other i.T. applications to face the emerging challenges of trade 
liberalization. 
Dana and Wright (2004) conducted a study on the need and factor responsible for entering 
into Joint Ventures by the SME Entrepreneurs. They observed that new technology based 
firms are more capable and competitive. They are in a better position to form alliances. They 
are able to develop networks that raise the probability of selecting a Joint Venture to enter the 
foreign market. 
The study by LE Gales et. Al (2004), throws some light on the factors for internationalization 
of the SME Sector. It reveals that firms that are inexperienced at internationalization may not 
have the human capital or financial resources to identify potential partners and build networks 
with large organizations. 
Oyelaran-Oyeyinka B, (2004) in their study on "Learning and Local Knowledge Institutions 
in African Industry observed that intemal training opportunities greatly contribute to 
improving the performance of organizations. 
Westhead et al (2004) conducted a study on the environmental factors and internalization 
prospects of SME Sector. He observed that SMEs perception of environmental turbulence 
were not significantly associated with the propensity to export or the intensity of 
intemationalization. 
Eren (2004) in his study on "Technological Intelligence and Competitive Strategies : An 
Application study with fuzzy logic" observed that firms have to develop competitive 
strategies in order to compete. A firm cannot have a strategy for only a month. Factors 
conceming long-term stability and short-term need for continual updating in response to 
evolutionary changes in the environment have to be considered. 
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EIM (2005) in his study on technology upgradation observed that growing enthusiasm for 
internationalization by new technology based firms has led to a general perception that ail 
Small and Medium Enterprises, irrespective of industrial activity, can enter foreign market 
through Foreign Direct Investment. 
A recent study (by Grunert Norden and Weber (2005) compares the accuracy of two internal 
Rating Systems, one using only quantitative data and the other additionally using qualitative 
data. The combined use of quantitative and qualitative variables result in significantly more 
accurate default predictions than the inclusion of only quantitative data. Both these techniques 
should be used for the efficiency of SME Sector. 
Klapper, Leora (2005) investigated the role of factoring for Financing Small and Medium 
Enterprises. Around the world, factoring is a growing source of external financing for 
Corporations and Small and Medium Enterprises. What is unique about factoring is that the 
credit provided by a lender is explicitly linked to the value of a supplier's accounts receivable 
and not the supplier's overall creditworthiness. Therefore, factoring allows high-risk 
suppliers to transfer their credit risk to their high quality buyers. The author also discusses 
reverse factoring, which is a technology that can mitigate the problem of borrower's 
informational capaicity in business environments with weak information infrastructures if only 
receivables from high quality buyers are factored. 
Clarysse et al (2005) observed that the mechanisms for learning may need to be introduced 
for the members of the network to learn from one another and internationalise what has been 
learned within the firm. They pointed out that the experience of firms in one country should 
be adopted by the entrepreneurs of other countries to reap the benefits of globalization for 
growth of SME Sector. 
Taymaj and Killicaslan (2005) observed that certain localifies may acquire a global strength 
that enables individual Small and Medium Enterprises located in the cluster to leverage a 
broad range of resources i.e. legitimacy, technological and marketing knowledge, brand name 
etc. that can be used to circumvent obstacles to intemafionalization. Network linkages 
between a smaller firm and a large organization may only be facilitated in receptive 
environments that may need to be created. 
P. Mishra (2005) in his study on "Performance of Small Scale Manufacturing Units in the 
post-economic reforms with special reference to factor productivity - A Study of five 
industrial clusters in Orissa" had examined the reasons for closing down of SSI Industries. 
Since, incidence of closure of SSI Units in Orissa is very high, the reasons for 
closure/sickness were explored. It had been observed that lack of demand, tax problems, 
competition in the local markets, financial problems and attitude of the SSI entrepreneurs are 
the important reasons for the high incidence of the SSI Units in Orissa. 
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G. Azutnah, SCL, Koh and S. Maquire (2005) had conducted a detailed study on "E-
Organisation and it's future implication for SMEs". This study incorporates several 
perspectives to examine how Small and Medium sized Enterprises use the network 
technologies & Information and its effects to ascertain the appropriate strategies within a 
range of SMEs. The results of this study reveal that the SME journey towards becoming E-
Organisations can be classified into three stages : V2-fusion, fusion and the ultimate E-
Organisation stage. Based on this work, strategies solutions are proposed for future SMEs 
intending to adopt internet and other network technologies. 
Tulus Tambunan (2005) in a study on "Promoting Small and Medium Enterprises with a 
Clustering Approach : A Policy Experience from Indonesia" had reviewed the Government's 
policies on SMEs with a clustering approach in Indonesia. He argues that in many cases, the 
development policy has not been so successful. Neglecting cluster linkage to markets is one 
main reason for the failure. Pre-requisite for successfiil cluster development is the cluster's 
potential to access growing markets, either domestic or abroad. 
K. Ramesha (2005) in a study on "Globalisation : Changing Policy Framework and SME 
Strategies has observed that in the changing environment, it is imperative to address the need 
for reforms in the existing policies and design new policies and strategies for the promotion 
and development of SMEs in the developing countries. However, the efficacy of these 
policies/programmes depends critically on the openness of trade regime and existence of 
domestic competition. Against this backdrop, it attempts to critically examine the framework 
of policy support and strategies for the development of SMEs in India. 
M.H. Bala Subramanya (2006) in a research paper on "Small Scale Industry in the 
Liberalisation Era : Emerging Dimensions of needs for Finance: have raised certain issues viz. 
How Small Industry's demand will be different in the next decade as compared to the present 
one? What are the opportunities available in the changed scenario? What are its implications 
on the present set-up of SME Sector of India? Will the current financial infrastructure be 
sufficient to meet the demand? Is there any need for a new strategy? This paper attempts to 
address these issues, with a backdrop of India's Small Industry Structure and Growth in the 
90s. 
Ahmad. Q.A. (2006) in his study on "Problems and prospects of Small and Micro Enterprises 
in the process of economic liberalization in South Asia" had presented a strong case for SME 
Sector. The study reveals that in many Asian developing countries, industralisation has not 
succeeded in achieving the intended objectives of absorbing surplus labour, alleviating 
poverty and bringing about a more regional balanced growth. The paper argues that in view 
of these circumstances, the development of Small and Medium Scale Industries is being 
considered as a more appropriate alternative to promote industralisation. 
By.GSPopli 18 
CREDIT FLOWS AND THEIR USES IN SMEs SECTOR IN INDIA IN THE POST WTO ERA 
Kohn V. Petrof et al (2006) in their study on Small Business Management : Concepts and 
Techniques for improving Decisions had observed that managing a Small Business requires 
more than the possession of technical knowledge. Because most small businesses are started 
by technical people, such as Engineers and salesman, their managerial acumen is often less 
developed than their technical skills. That is the central problem to which this study is 
addressed. Since technical knowledge and previous employment experience are not enough 
to ensure success in an independent business venture, the objective of this study was to teach 
people with non-managerial backgrounds how to improve their managerial skills. 
Anil Nair (2006) has conducted a detailed study on SME Cluster, titled "Collaborative 
Logistics can make SME Clusters Competitive". This study of cluster logistics is an eye 
opener in many ways even to the SME Sector. The potential for both the SME Sector as well 
as the logistics companies is immense. There is intense competition amongst the SMEs in the 
cluster and also sharing of resources. This, according to the analyst, would result in logistics 
offering competitive costs as well as service. 
Nalini Govindraju (2006) had conducted a detailed study on "Application of demand chain 
initiates to Small Businesses - Key findings from the Indian Context". This paper provides 
an exploratory and qualitative study of the capability of SMEs that can add not only customer 
value but also ensure their survival in the demand chain. It also focuses on the challenges 
being faced by them, in addition, directions for future research and implementation for 
Managers are provided. 
Dr. Kalchetty Erose (2006) in his study of, "Management of Finance in Small Scale Industry 
had focused on the financial management in a Small Scale Industry. On the one hand, there is 
an urgent need to address the finance related issues of SME Sector and on the other hand 
stress on the efficient management of available funds. 
G.S. Batra, Harvinder Singh and B.S. Bhatia (2006) in a research paper on, "Role of State 
Sector in the development of Small Scale Industries - A Case study of PSIEC" had made an 
attempt to evaluate the performance of the Small Industrial Development Corporafion with 
particular reference to PSIEC. This study is based on the secondary data collected from the 
annual reports of the State Small Industries Development Corporation Bureau of Public 
Enterprises and Industrial Department, Govt of India. 
Kozan, Oksoy and Ozsoy (2006), in a study of Trukish Entrepreneurs found that business 
management training and financing are significantly related to an SME owner's expansion 
plans. To be specific Turkish entrepreneurs need market information, technical assistance, 
information resources and training in finance and marketing to accumulate the resources 
necessary for expansion. 
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Wheeler (2006), studies on the urge to work by Micro - entrepreneurs in West Africa. He 
found that they were motivated by a desire to satisfy basic physiological needs - food and 
shelter. The Government should ensure provision of basic infrastructure and conducive 
environment for the survival and growth of the SME Sector in the country. 
Vinnova (2007) conducted a study on "Competence Barriers to Innovation in SME 
Industries". The findings of the study showed that 18 per cent of SMEs consider a shortage 
of qualified personnel as a high barrier to innovation. As such, they must look into this factor 
for successful implementation of the proposed plan. 
Chu, Benzing and Mcgee (2007), conducted a study on entrepreneurs in Kenya and Ghana to 
find out the main motivation factors for the growth of SMEs Sector in these countries. They 
observed that the strongest two motivators were to increase income and to provide themselves 
with employment. 
Laura Bacali (2007) studied about financing the development of Small and Medium 
Enterprises in Romania. He observed that In order to support the entrepreneur in the process 
of taking decisions, there have to be within the firm professionally trained persons for all the 
functions of the firm. In order to sustain the SMEs there will be a series of funds. 
Unfortunately, the level of absorption is still not satisfactory. On one hand the access to 
information concerning the existence of these funds is still not high enough, especially the 
once concerning the governmental funds. 
MA Quaiyum Sarkar, Nasima Akter of RED Environmental Research Unit(2007) develops an 
environmental, health, and safety Guidelines for small and medium enterprises supported by 
BRAC Bank. TTiey observed that there are a number of areas where SMEs affect the local 
environment. Many of the businesses create hazardous waste and discarded indiscriminately 
since there are inadequate disposing facilities and lack of regulation or enforcement. This 
should be taken care of by the SMEs Entrepreneurs and the Government. 
Jong Wook Ha, Soon-Gwon Choi and Sungwoo Jung (2007) analysed the Korean firms "on 
When, how and where do SMEs start global business". This paper investigates whether 
traditional internationalization theory, especially Uppsala Internationalization Process (UIP) 
perspective, can be applicable to analyze new international phenomena of small and medium 
sized enterprises, such as International New Venture (INV). They recommend the 
development of a new concept to explain and analyze new internationalization phenomena, 
such as INV, Bom-global, as 'Condensed Internationalization.' 
Dimitrios Buhalis (2008) in a study on Informafion Technology for sized tourism observed 
that Distribution intermediation are increasingly recognised as critical factors for the 
competitiveness success of the tourism industry in general and SMTEs in particular. The 
rapid development of bookings through electronic media introduces several opportunities for 
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innovative SMTEs which use ITs to develop their virtual size to communicate with clientele 
partners. The paper concludes that innovative entrepreneurs who re-engineer their business 
processes take advantage of the emerging opportunities will gain major benefits enhance their 
profitability viability the global marketplace. 
Gary Lynch-Wood and David Williamson (2008) in a study on the "Social License as a form 
of regulation for Small and Medium Enterprises" observed that traditional forms of regulation 
have been criticized for not adequately protecting the environment. Indeed, there is evidence 
and growing support for the view that societal pressure can act as a social license and help in 
protecting the environment. 
Eshetu Bekele and Zeleke Worku (2008) conducted a study on Women Entrepreneurship in 
Micro, Small and Medium Enterprises in Ethiopia. This examines the factors that influence 
the long-term survival and viability of Micro, Small and Medium Enterprises. The majority 
of businesses that failed were operated by women. Businesses that failed were characterized 
by inability in obtaining loans from formal money lending institutions such as commercial 
banks, inability to convert part of profit back into investment, poor managerial skills and 
shortage of technical skills and low level of education. 
Daiva Radzeviciene (2008) analysed the role of knowledge management in small and 
medium-sized enterprises in Lithuania by looking at information and knowledge resources, 
the development of information technology which supports the business process and the main 
processes of KM inside companies. There appears to be a strong awareness of KM. However, 
the development of adequate methods to make IM and KM fully effective appears to be 
lacking or only partially realized. There is some evidence to suggest that Lithuanian SME 
managers are becoming more psychologically prepared to work within KM. 
Aung Kyaw (2008) in Myanmar studied a number of constraints that hinder the development 
of SMEs, such as the shortage in power supply, un-availability of long-term credit from 
external sources and many others. Such is deeply rooted in demand and supply issues, macro-
economic fundamentals and lending infrastructure of Myanmar. The Government's policy 
towards SMEs could also lead to insufficient support for the SMEs. Thus, focusing on SMEs 
and Private Sector development of the country is a fiandamental requirement for SMEs 
development. This paper recommends policies for stabilizing macro-economic fundamentals, 
improving lending infrastructures of the country and improving demand and supply side 
conditions from the SMEs financing perspective in order to provide a more accessible 
financing for SMEs and to contribute in the overall development of SMEs in Myanmar 
thereby to sharpen national competitive advantage in the age of speedy economic integration. 
Ida Wieslander, (2008) designed and tested a model to prepare and secure an implementation 
of a performance measurement system at SMEs. The model is constituted by phases and 
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Chapter- 3 
NEED, OBJECTIVE, ORGANISATION 
AND SCOPE OF STUDY 
By: Prof. G S Popli 
CREDIT FLOWS AND THEIR USES IN SMEs SECTOR IN INDIA IN THE POST WTO ERA 
Steps supporting the advantages as well as over bridges the most common disadvantages for 
SMEs. The significant advantages on behalf of SMEs, loose structure, informal operating 
practices and lack of bureaucracy are reinforced by integrating the project and especially the 
output such as specification of requirements, new routines, improvement groups and forums 
within the organization and in turn over bridge the disadvantages of limited resources and 
lack of formal planning. 
Nartlada Kumlungsua, (2009) conducted a detailed study on the SMEs Intemationalisation 
Process via Strategic Alliances. As per the findings of the study, understanding the 
internationalization of Small Firms is important to enhance knowledge of how they could 
develop their business activities in international markets. Moreover a strategic alliance 
perspective gives a critical insight of firm's strategy to challenge in global competition. The 
findings reveal that internal factors and external factors strongly influence the Small 
Company's strategy. Using a strategic alliance can enable the firm to gain resources market 
power and leverage competencies. 
Ramayah, Thurasamy, Osman Mohamad, Azizah Omar and Malliga Marimuthu (2009) 
proposed to develop an integrated model to explain technology adoption of SMEs in 
Malaysia. SMEs form over 90 per cent of all business entities in Malaysia and they have been 
contributing to the development of the nation. Technology adoption has been a thorn issue 
among SMEs as they require big outlay which might not be available to the SMEs. Although, 
resource has been an issue among SMEs they cannot lie low and ignore the technological 
advancements that are taking place at a rapid pace. With that in mind this paper proposes a 
model to explain the technology adoption issue among SMEs. 
Recently, Arvid Andersson, Carl-Filip Clausson, Daniel Johansson (2009) studied in detail 
the, "Competence Barriers to Innovation in case of Small Enterprises". As per the findings of 
the Research, innovation is, in most cases, a necessity for firms in today's changing market 
place. However, innovation is no easy process and there are many barriers and impediments 
to innovation that needs to be overcome in order to efficiently innovate. The purpose of this 
Research Report is to investigate competence barriers to innovation within Small Enterprises 
and the consequences these barriers might result in. 
Research Gap 
On reviewing the above literature, it appears that though various studies on different issues 
relating to Small and Medium Enterprises have been conducted in India and abroad but there 
are only very few studies carried out on the SMEs Finances after WTO Regime. There is an 
urgent need to address the issues involved in the production, technological up gradation, 
marketing and provision of supportive financial system for Small & Medium Enterprises in 
India. The present study helps a lot in this regard. 
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Hence there is a research gap and a need for the present study in this new environment. In 
this study all aspects of financial requirements and their use in SMEs in pro WTO era have 
been taken into consideration. Despite the more or less conclusive evidence on the shortage of 
financial resources at the command of the Small and Medium Enterprises, it is unfortunate 
that adequate attention has not been paid to ensure the development of SMEs Sector in India. 
Now, with the introduction of WTO norms the undemoted issues need to be addressed. The 
important issues are : 
To what extent can this constraint be overcome through proper policy formulations and 
management techniques? 
What are the issues involved in the post WTO era? 
What are the policies of other countries for the development of SMEs Sector in their 
countries? 
How can these policies be incorporated in our framework? 
How can the available resources be utilized optimally? 
These are the questions to which the present study is addressed. The lack of adequate flow of 
credit has been considered a major bottleneck. Such a study is of particular relevance and 
significance due to the drastically changed scenario, for the Small and Medium Scale 
Industrial Units which not only suffer from inadequacy of financial support system but also 
from their inability to assume higher risk. 
The focus of this study is on the development of an appropriate financial infrastructure, which 
in turn would contribute to the overall development of a compefitive Small and Medium 
Enterprises Sector in India. 
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CHAPTER-3: NEED, OBJECTIVE. ORGANISATION AND SCOPE OF STUDY 
3.1. Need and Significance of the Study 
Development of Small and Medium Enterprises is now a major concern of policy makers of 
not only of our country but throughout the world. The development of Small Enterprises has 
been considered as a "Safety Valve", which eases the modem Governments of the burden of 
creating employment opportunities at massive scale. 
Small and Medium Enterprises have been unable to achieve the competitiveness that would 
allow them to drive the manufacturing sector and overall economic growth, employment and 
poverty reduction. Essentially, this is because of their lack of awareness of the market and 
resources, as well as the problems that SMEs face in assessing adequate financing and 
business development services. Bankers are reluctant to lend to SMEs units because of the 
high transactions costs and perceived risks of SMEs lending in the face of insufficient credit 
information, inadequate credit appraisal & risk management skills, poor repayment records 
and low market credibility of SMEs 
Moreover, Industrial liberalization and the circumstances after post WTO regime have made 
enhancement of competitiveness crucial for the development of Small and Medium Industries. 
In majority countries, the policies and strategies towards industrialization have been 
reformulated with special focus on SMEs. The policy framework for the development of 
SMEs has been undergoing a very fast change in tune with the changing economic scenario in 
India also as well as in other countries. 
The challenges being faced by the Small and Medium Scale Sector may be briefly set out 
as follows 
• Small and Medium Enterprises (SMEs), have inadequate access to finance due to lack 
of financial information and non-formal business practices. SMEs also lack access to 
private equity and venture capital and have a very limited access to secondary market 
instruments. 
• SMEs do not deploy their fiinds properly. There is a problem of diversification of 
funds also. 
• SMEs face fragmented markets in respect of their inputs as well as products and are 
vulnerable to market fluctuations. 
SMEs lack easy access to inter-state and international markets. 
The access of SMEs to technology and product innovations is also limited. There is 
lack of awareness of global best practices. 
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• SMEs face considerable delays in tiie settlement of dues/payment of bills by the large 
scale buyers. 
With the deregulation of the financial sector, the ability of the banks to service the credit 
requirements of the SME Sector depends on the underlying transaction costs, efficient 
recovery processes and available security. There is an immediate need for the banking sector 
to focus on credit and finance requirements of SMEs. 
Lack of adequate flow of credit has been considered a major bottleneck. Though, retail 
banking is prominent in the country but, it is more out of the expansionist strategy of the 
Reserve Bank of India. Bankers became shy to market credit as a product presumably for the 
following reasons: 
a) The bankers lack information on the concerned economic activities and therefore, 
they keep themselves reserved. 
b) The feeling that, if credit is offered as a commodity, the borrower will smell a buyer's 
market and will fail to repay promptly. 
c) If a large number of borrowers approach, appraisal and assessment of project may 
become difficult. 
d) Until recently, the bankers capability to credit as a commodity was extremely 
conditioned by the regulatory mechanisms of the Reserve Bank of India. 
Viewed, both from the angle of the sustainability of banks as business entities, as well as 
considering the environment offered under reforms in the financial sector, marketing of credit 
for the promotion of small and micro enterprises assumes critical importance. 
The discussion as above, leads us to conclude that legislation as well as directives of the 
Central Government per se are not likely to improve the present situation of retarded credit 
flow to Small and Medium Enterprises in India. The imperative today is on major change in 
the development culture towards greater transparency and accountability. As in other sectors, 
in the financial sectors also, departmentalization and narrow accountability cripples the 
smooth funcfioning of the SMEs Sector. On the other hand, the legal-institutional framework 
has significantly eaten away the business culture from the Indian financial system. 
A balancing act in this area should be the cornerstone of reforms in the financial sector. The 
discussion on credit to Small and Medium enterprises in India should not start from issues 
like mounting NPAs and the dwindling CDR etc., but from the wider realities of industrial 
change and organization. This is because the industrial and financial system of the twenty-
first century will undoubtedly be a much different one, based on a principle of "survival of the 
fittest". In this respect much remains to be done. Though the Government has formulated 
many policies on Small and Medium Enterprises, yet there is an urgent need to address the 
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issues involved in the production, mari^ eting financial requirements and deployment of funds 
by the SMEs units especially in the wake of introduction of WTO norms. The present study 
helps a lot in this regard. 
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3.2. Objectives of Study 
In sustaining their competitiveness, SMEs face many pressures and constraints due to their 
limited resources hke finance, skilled manpower and advanced technology. Thus, their 
strategy should match the organization's resources to the changing environment and in 
particular its markets and customers in the pursuit of its goals and objectives. The specific 
objectives of the study are : 
1. To find out the problems being faced by the SME Unites. 
2. To study the manner in which the available funds of the units are deployed on 
various items of Fixed and Current requirements. 
3. To find out the financial requirements of the SME Units in the Pro W.T.O Era. 
4. To examine the policies, procedures and practices being practiced by the Central 
Govt, and Financial Institutions in providing long term and short term funds to the 
SME Units. 
5. To make suggestions for improving the Financial Support System for SMEs Sector 
in India. 
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3.3. Organisation of Study 
The study has been organized in nine cliapters. 
The first chapter is an introductory chapter. It provides the background of the SMEs Sector, 
importance of this sector and defines the problem statement. 
Chapter two is devoted to the review of literature on SME Sector. The studies relating 
directly or indirectly to the present subject has been depicted and reviewed in order to 
determine the research gap and to establish the need for this study. 
The third chapter exhibits the need & significance of study, objectives and scope of study. 
Chapter four is devoted to the Research Methodology. The Research Design, Sample 
selection, data collection methods and data collection tools have been explained in this 
chapter. 
The analysis and discussion on the findings of the study from the survey and SMEs that and 
experienced Bank/offered policy makers makers have been included in Chapter five. 
Chapter six depicts a case study. A comparison has been made in two real accounts i.e. 
borrowers of a nationalized bank. One account has shown very good results while the other 
has turned bad and is proving difficult for recovery. 
The summary, findings and suggestions and conclusions have been exhibited in chapter 
seven. 
Chapter eight depicts the contribution to new knowledge. 
The limitations of this study and suggestion for further study have been exhibited in chapter 
nine. 
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3.4. Scope of study 
The major aim and scope of this study is to provide practical solutions to improve SME's 
access to financing by promoting a stable, diverse and well functioning financial system, 
which is capable of effectively servicing SME's needs and working on the micro level 
initiatives that directly impact SME's access to credit. Especially scope lies for private 
funding and newer method of financing and support tools as prevailing in some developed 
and developing countries of the world. 
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CHAPTER-4; RESEARCH METHODOLOGY 
In this chapter the research design and the procedures for conducting the study have been 
described. It defines the instrument development, pilot testing, research design, data 
collection and data analysis procedure. 
4.1. Instrument Development 
This is an exploratory study and the major emphasis remained on discovery of ideas and 
insight for identifying the credit flow requirements & their use alongwith financial support 
system for the SMEs Sector in the post WTO regime. The following methods have been 
applied in the Research design :-
a) The Survey of concerning Literature. 
b) The Experience Survey of SME Industries and Bankers/Policy Makers. 
c) Case Study - Analysis and comparison of one Good Managed SME 
Account and one Bad Managed SME Account. 
4.2. Pilot Testing 
Pilot testing was conducted to validate the information required for this study and the 
questionnaire. This was necessitated because some of the measurement items were modified 
or developed specifically for this research leading to compilation of some new questions. 
A preliminary questionnaire was developed by amalgamating item pools from previous 
studies and distributed to ten Small and Medium Enterprises and five Professionals (two 
experienced Bankers, two Senior Professors, one retired Professor from Delhi University and 
one Senior Professor from Aligarh Muslim Universify, Aligarh and one Senior Official from 
Ministry of Small and Medium Enterprises, Govt, of India, New Delhi). This was done to get 
their valuable feedback on the content, layout, wording and ease of comprehension of 
measurement items. Their feedback for improvements on clarity, readability, content 
enhancement and layout were incorporated in the second stage of the questionnaire 
development. 
A set of twenty four Small and Medium Enterprises (12 each) was interviewed using the 
revised questionnaire. Verbal feedback was received and changes made accordingly. The 
pilot test results indicated a requirement of simplification of some words to cater to varied 
level of English language comprehension in India. The words flexibility and responsiveness 
were explained again with more clarify. 
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4.3. Research Design: 
Research design is the basis upon which data is collected for the purpose of research work. 
Therefore it helps in carrying out research successfully. It starts from the advanced planning 
of the methods to be adopted for collecting the relevant data. 
4.3.1. The Selected Region 
The geographical area of Research has been selected "National Capital Region of Delhi". It 
includes Delhi, Faridabad, Gurgaon, Bahadurgarh, Ghaziabad, Noida and Bhiwadi. The 
selected region hosts numerous Small and Medium Scale Industrial Units. In fact all the 
selected places are known clusters of Small and Medium Enterprises. While Delhi is known 
for its cluster of garment industry, Gurgaon and Faridabad are recognized clusters of Auto 
industry, Noida for the electronics industry and Bhiwadi for Iron & Steel Industries. 
As a result, the selected region gives us access to a wider set of Small and Medium Scale 
industrial units. Faridabad, Gurgaon, Bahadurgarh, Ghaziabad, Bhiwadi and Noida being 
border towns and part of NCR of Delhi share the general business environment of Delhi. 
Hence, it can be presumed that the business environment of NCR of Delhi can be taken as the 
representative environment of the entire country. Further, NCR Delhi, being the National 
Capital and one of the four Metropolitan Centers of India, is considered to be relatively better 
off in terms of infrastructure, institutional support system, availability of raw materials & 
skills and market links. 
Besides, N.C.R. of Delhi has many consultancy organizations for the Small and Medium 
Scale Industries like Technology Bureau for Small Enterprises (TBSE), National Small 
Industries Corporation (NSIC), Small Industries Service Institute (SiSI) and a Regional 
Testing Centre (RTC) - all Central Government Organisations. In addition, it has state level 
agencies like Delhi State Industrial Development Corporation (DSIDC) to provide 
infrastructure facilities like developed shed plots and financial assistance. It has numerous 
Financial Institutions viz. Public Sector Banks, Private Sector Banks, Foreign Banks in 
addition to specialized banks like the Small Industry Development Bank of India (SIDBI) 
NAB ARD and Import and Export Bank of India (EXIM). 
Further, Trade Fairs, both national and international, Seminars and Business Events are held 
regularly in many business areas in Delhi, which being the Capital of the Nation attracts 
Industrialist, Professional and Policy Makers too. In addition to having access to Delhi's 
environment, other selected areas, being industrial towns have their own facilities. Thus, the 
selected region is expected to give Small and Medium Scale Industrial Units better access to 
information, input and output markets and can be placed at the upper end of the scale in terms 
of business environment, especially after the introduction of WTO regime. 
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4.3.2 : The Questionnaire 
Information relating to all the above mentioned characteristics of the units has been collected 
through a field survey of Small and Medium units using a structured questionnaire. We have 
structured the questionnaires separately for SMEs Entrepreneurs and for Bankers/Policy 
Makers. 
The first questionnaire for SME Entrepreneur has been structured to have 11 blocks to collect 
the information under different headings like, Company's identification, General information, 
Manager's profile. Input and output, Production process, Taxation pattern. Existing 
technology, Change in technology, Market profile, Financing pattern and Government policy 
measures. The questionnaire includes questions of both objective and subjective type which 
are easily understandable to the respondents so as to capture the real state of affairs. The 
questionnaire is presented in the Appendix-A. 
The second questionnaire for Bankers/Policy makers has been bifurcated in six parts. It 
covers questions under different headings like Official's/Professional's profile. Change in 
technology for SMEs Industry in the post WTO regime. Taxation pattern for SMEs industry. 
Financing pattern for SMEs industry, Recovery in SMEs accounts and Government policy 
measures for SMEs industry. In addition to this, an in-depth interview has been taken of these 
experienced bankers/officials. This questionnaire also includes questions of both objective 
and subjective type. The questionnaire is presented in the Appendix-B. 
4.3.3. Data Collection Instruments 
• Questionnaires 
• Personal Discussions 
4.4 : Sample Selection 
Using the above discussed questionnaire, information has been collected to examine the 
factors determining technological change, financial support system and uses of funds by the 
Small and Medium Enterprises, through a field survey of these units in the selected industries 
and professionals. For the purpose of survey, the official definition of Small and Medium 
Enterprises has been followed. Small Scale Industrial Units are defined in terms of a 
maximum ceiling limit on the original value of investment in plant and machinery. As per the 
"Policy Package for stepping up Credit to the SME Sector", announced by the Union Finance 
Minister in the Parliament on August 10, 2005 and circulated by RBI as Master Circular No. 
RPCD.PLNFS.BC. No.02/06.02.31/2006-07 dated 01.07.2006, Small and Medium 
Enterprises Sector is defined as under:-
"Small Scale Industrial Units are those engaged in the manufacture, processing or 
preservation of goods and whose investment in Plant and Machinery (Original Cost) does not 
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exceed Rs. 1 Crore. These would, inter alia, include units engaged in mining or quarrying, 
servicing and repairing of machinery. The investment limit of Rs. 1 Crore for classification 
as SSI has been enhanced to Rs. 5 Crore in respect of certain specified items under hosiery, 
hand tools, drugs, pharmaceuticals and stationery items & sports goods by the Government of 
India." 
Medium Enterprise is an undertaking in which investment in Plant and Machinery exceeds 
investment limit of SSI Sector (Rs.l crore or Rs. 5 crore, as the case may be) and upto Rs. 10 
crore. 
As proposed in the Research proposal, data have been collected from the Small and Medium 
Enterprises in the National Capital Region of Delhi by bifUrcating the firms in the undemoted 
two categories: 
• Group 1 : Industries representing Small Scale Sector in India = 80 
• Group U : Industries representing Medium Scale Industries in India = 80 
In addition to above, the in-depth interview has been taken from 25 experienced 
Bankers/Officials from Nationalised Sector, Private Sector Banks, Small Industry 
Development Bank of India, Experienced Persons / Organizations in SMEs Sector and 
Ministry of Small Scale Industry Delhi and Govt, of India. 
4.4.1. Sampling Procedure: 
Within the broadly defined set, the sample has been selected using Purposive Sampling. The 
purposive sampling method has been preferred instead of Random Sampling for reasons of 
non-availability of the complete list of Small and Medium Units and the nature of study. 
Random Sampling requires a list of all the existing Small and Medium size industrial units in 
the specified region. In this regard, the only list which could be made available pertaining to 
Small and Medium Enterprises is of those units which are registered with the state 
Directorates of Industries. The selected region of the study necessitates obtaining the required 
list from four states viz. Delhi, Haryana, Rajasthan and Uttar Pradesh. Despite repeated 
visits, it could not be made available. Further, the list of Small and Medium size Units 
registered with the state Directorate of Industries, even if made available, does not cover the 
entire set of existing Small and Medium Enterprises as the registration is voluntary. 
Estimates reveal that at least one-fifth of the total Small Scale Units are not registered with 
the Directorate of Industries. The ultimate purpose of selecting a sample is to make 
judgments about the population in terms of the specified characteristics on the basis of the 
sample characteristics. 
An efficient sampling design like the Random Sampling is expected to eliminate the sampling 
errors, i.e. the difference between the value of the estimator and true value of the population 
By.GSPopli " ~"~~ - 33 
CREDIT FLOWS AND THEIR USES IN SMEs SECTOR IN INDIA IN THE POST WTO ERA 
parameter to be estimated. However, random sampling or for that matter any other sampling 
design cannot take care of non-sampling errors relating to non-response, incorrect response 
and others which are often far more important than the sampling errors. Non Sampling errors 
are particularly high in the context of Small and Medium Scale Industrial Units. Small and 
Medium Scale Industrial Units especially the smaller ones are known for their poor response 
to surveys. Even when they respond, most of the smaller units are not in a position to provide 
reliable information as they hardly maintain their financial records. 
In addition, if the research is to study any economic phenomenon closely, the sample has to 
be smaller in size and richer in information relating to the phenomenon and respondents have 
to be highly co-operative - conditions that a random sample can hardly satisfy. In such a 
situation, the researcher may have to select his sample in such a way that it satisfies these pr-
requisites and conditions. 
In the present study, the objective is to find out the various problems of SME Industries, 
financial support system, deployment of funds and effects of Govt, policies on the growth and 
development of this sector in India. So the sample needs to be selected in such a way that the 
selected units are willing to respond and provide reliable information. There is a high 
likelihood that at least some of the selected units have undergone technological change with 
the effects of liberalization and WTO regime. Such a sample may not allow us to obtain 
quantitative estimates to approximate population parameters, but yields qualitative 
information that is relevant beyond the sample, to some extent to the entire population. 
The researcher also approached the industry-specific associations like Automotive 
Components Manufacturers Association, Electronics Components Industries Association, 
Apparel Exporter and Manufacturer Association and Garment Exporters Association. 
Though, it was found to be very difficult to get a readily available list of specified units who 
are willing to participate in the study but few names were suggested by those association. 
Thereafter, the local Industry Associations such as Okhla Industries Association, Narela 
Industries Association, Faridabad Small Industries Association, Noida Small and Tiny 
Industries Association, Gurgaon Small Industries Association were contacted. These 
associations again could locate the names of a few more units but were not able to provide a 
readily available list of units of their members who are willing to participate in this study. 
Keeping the above mentioned parameter in mind and the researcher's experience of more than 
30 years in Banking, the Purposive Sampling has been opted. The researcher has financed 
more than two hundred SMEs Units and has observed minutely the well managed Small 
Industries growing to Medium Units and from Medium to large units and bad managed units 
being referred to courts and BIFR for recovery of Bank dues. 
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The desired sample has been obtained by approaching, the concerTied Government Agencies 
like District Industries Centers, National Small Industries Corporation of India, Small 
Industries Development Bank of India, some branches of nationalized banks viz. Oriental 
Bank of Commerce, Canara Bank, Syndicate Bank, Punjab National Bank and State Bank of 
India, Private Sector Banks, VIZ. Axis Bank and South Indian Bank and the relevant offices 
of Delhi Administration. 
Finally, the sample was selected from the list of 1600 Registered and un-registered SMEs 
obtained from all the above mentioned sources in the National Capital Region of Delhi 
The questionnaire was got filled by a direct interview with the Owners-Managers of the 
sample Small and Medium Enterprises and experienced Bankers/Officials. Along with the 
collection of information through the filling of the questionnaire, the factory premises of the 
each selected units were also visited to confirm the same. Thus collected information have 
been processed and analysed to examine the evidence for the research objective of the study 
in the next chapter. 
4.4.2. Data Collection Methods 
• Primary data collection. 
• Secondary data collection. 
Primary data from the sample units, as explained above have been collected through Personal 
Interviews with the Owners/Managers and experienced Bankers/Officials on the basis of a 
pre-tested structured questionnaire. The Secondary data has been collected from the various 
journals, Reports and issues of SIDBI, RBI, IBA, CRISIL, National Institutes for 
Entrepreneurship and Small Business Development, Ministry of Small Scale industry, Govt, 
of India, Research Papers, Reports of various Study Groups, Newspapers, Books and Internet 
sites and other relevant sources. 
4.4.3. Data Analysis Tools : 
Statistical tools like Co-relation, Frequency, Percentages, Chi-Square and Factor Analysis 
have been used for analyzing data. 
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CHAPTER-5: RESULTS AND DISCUSSION 
The present Chapter carries out an analysis of the responses gathered from the Primary and 
Secondary data collected from various sources. The Research into the 'Credit flows and their 
use in SMEs in India in the Post WTO era' has been done in three parts as explained in the 
Research Methodology Section. 
The first part of empirical study had included the existing perception, definition, performance 
of SMEs and implications involved in the pro WTO regime. This has also taken in 
consideration the present status of SMEs Sector in some developing and developed countries 
of the world alongwith the credit flow available to this sector. 
The second part of this research has included the feedback for the proposed framework from 
both SMEs as well as the Banking Industry/Policy-Makers of the country. The requisite 
information was gathered from 160 Small and Medium Enterprises and 25 experienced 
Bankers/Officials/Policy Makers selected for the study through questionnaires (separately) 
and detailed discussion. The results have been discussed accordingly. 
The third part covers a study on the two SMEs accounts, financed by a nationalized bank. A 
comparison has been made between one well managed SME Account and another bad 
managed SME Account based on various management and financial parameters. 
5.1. Phase One: SMEs : The Defniition & Performance 
5.1.1. Definition of "SMEs" - Global Scenario" 
In the Developed Countries, SMEs mean plants or firms employing fewer than 200 workers 
unless otherwise stated. This definition includes a fairly wide range of enterprises, from 
"micro-enterprises" with 1-9 workers or "cottage shop" with 1-19 up to, to medium-sized 
enterprises in the 50-199 workers range, a category which includes the average manufacturing 
firm in some developing countries. (In addition to income classification of developing 
countries, there also exists the World Bank definitions. Developing countries" refers to 
countries with per capita gross national product (GNP) below US$ 9.655 in 2005. They can 
be divided in to, low income countries (per capita GNP of less than US$ 785 in 1997), lower 
middle income countries ($785 - $3,125) and upper middle income countries ($3126 - $9654). 
India is a low-income country, with per capita GNP of US$ 390 in 2005.) 
Based on some relevant studies in Developed Countries, SMEs stands for small to Medium 
Enterprises. However, what exactly on SMEs or small to Medium Enterprises depends on 
who's doing the defining. Industry Canada uses the terms SME to refer to businesses with 
fewer than 500 workers while classifying firms with 500 or more workers as "large" business. 
Breaking down the SMEs definition, industry Canada defines a Small business as one that has 
fewer than 100 workers (If the business is a good producing business) or fewer than 50 
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workers (if the business is a service) or fewer than 50 woricers (if the business is a service 
based business). A firm that has more workers than these cut-offs but fewer than 500 workers 
are classified as medium-sized business. 
In the European Union (EU), a similar system is used to define Small to Medium Enterprises. 
A business with a head count of fewer than 250 is classified as medium sized; and a business 
with a head count of fewer than 50 is classified as small, and a business with a head count of 
fewer than 10 is considered a micro business. The European system also takes into account a 
business turnover rate and its balance sheet. 
5.1.2. Performance Indicators of SMEs : The Global Scenario 
A 2004 survey of OECD countries revealed that SMEs accounted for over 90% of total 
number of enterprises in Emerging Economies (In 1981, the International Finance 
Corporation of the World Bank coined the term, "emerging economy" to denote middle-to-
higher income economies in the developing world. Since then, the term has been broadened to 
include almost all developing countries with Gross National Income (GNl) per capita of 
$9265 or less. It is estimated that approximately 80% of the world's population live in 
emerging economies representing about 20% of the world's economies.) 
Furthermore, 60% of all companies in emerging economies are SMEs (The Economist, 13 
November 2004). SMEs are responsible for 70% of foreign trade in China (Newberry, 2006 : 
The Importance of Small and Mid Sized Enterprise in Emerging Economies.) According to a 
recent report of Citigroup and Economist Intelligence Unit (EIU), SMEs in EEs are becoming 
more competitive and increasingly crucial for economic growth (Newberry, 2006). The 
report, based on a survey of 670 Asian organizations, revealed that almost one-half of the 
SME entrepreneurs expect to grow significantly in the future as "they think they can react and 
innovate more quickly and have closer customer relationships than their large corporate 
competitors" (Newberry, 2006). 
Despite their potential to contribute to the world economy, SMEs face many challenges. The 
Citigroup/EIU report cited inadequate access to financial resources and investment capital as 
significant barriers to growth for SMEs (Newberry, 2006). These challenges might have 
accounted for the high rates of failure among SMEs, ranging from a high of 80% in the first 3 
years of operation in the U.S. to over 50% in Australia, France and New Zealand ([Mason, 
2007] and [Switzer, 2007]. 
In the light of these daunting statistics, various initiatives have been launched to support and 
develop SMEs, such as the New Ventures Investor Forums, that bring together financial, 
Government and business communities to generate mechanisms to actively support SMEs. 
Business plan mentoring and management training for owners of SMEs are explored 
(Newberry, 2006). In general, the importance of SMEs to the global economy is realized. This 
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could also be illustrated by the emergence of organizations around the world devoted to 
helping them thrive. These organizations help with areas of particular challenge for SMEs, 
such as administrative costs, bureaucratic burdens and financing of new initiatives. 
Bodies like the Organization for Economic Cooperation and Development in Europe, the U.S. 
Small Business Administration, and the Asia-Pacific Economic Cooperation (APEC) are all 
dedicated to helping existing SMEs grow into bigger employers with higher turnovers. 
APEC, like their counterparts in other regions, recognizes SMEs have certain advantages over 
large enterprises in a global economy. They're more agile when it comes to reacting quickly 
to market trends, it's the difference between changing course when driving a huge oil tanker 
and sailing a tiny dinghy. The dinghy may be much smaller, but it can stop and turn far more 
quickly than the more powerful tanker. 
APEC explains the rafionale behind supporting SMEs. "SMEs are a critical engine of growth, 
vitality and innovation. They have the ability to respond flexibly to technological innovation 
and the diverse and demanding nature of customer needs. These qualities make building a 
strong SME sector of central importance in maintaining Asia-Pacific dynamism in the 21st 
century." 
5.1.3. SMEs : The Indian Scenario 
The Small and Medium Enterprise Sector is widely regarded as the engine of the Indian 
economy. Small and medium enterprises contribute significantly to industrial, economic, 
technological and regional development in all developed and developing economies. 
The Indian SME market is valued at $5 billion. The 13 million SME units, which make up the 
Indian SME sector, produce over 8000 products. These constitute 95% of all industrial units 
and contribute 50% to industrial output. The SME sector also plays a significant role in the 
development of entrepreneurial skills and forms a substantia! portion of the country's export 
earnings. 
In 1956, with the promulgation of the second Industrial Policy, the government laid the 
foundation of a policy framework for the small-scale industry. The government realized that 
small-scale industries provide immediate large-scale employment. It still holds true as SMEs, 
even today, are the prime drivers of growth and new employment generation in the country. 
The contribution of SMEs in the industrial development of the country has been remarkable. 
At the state level, the government has played a major role in ensuring growth by establishing 
various institutes to support this sector, which include Small Industry Development 
Corporations (SI DC) and several Centers for Entrepreneurship Development (CEDs). 
There are many institutes that currently support SMEs at the national level. These include the 
National Research Development Corporation (NRDC) and the Bureau of Indian Standards 
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(BIS). However, since the early 1990s, Indian SMEs have been exposed to intense 
competition due to increasing globalisation. This has made survival and growth of this sector 
difficult. 
5.1.4. Definition of SMEs in India : 
As per the "Policy Package for stepping up Credit to the SME Sector", announced by the 
Union Finance Minister in the Parliament on August 10, 2005 and circulated by RBI as 
Master Circular No. RPCD.PLNFS.BC. No.02/06.02.31/2006-07 dated 01.07.2006, Small 
and Medium Enterprises Sector is defined as under :-
Small Scale Industrial Units are those engaged in the manufacture, processing or preservation 
of goods and whose investment in Plant and Machinery (Original Cost) does not exceed Rs. 1 
Crore. These would, inter alia, include units engaged in mining or quarrying, servicing and 
repairing of machinery. The investment limit of Rs. 1 Crore for classification as SSI has been 
enhanced to Rs. 5 Crore in respect of certain specified items under hosiery, hand tools, drugs, 
pharmaceuticals and stationery items & sports goods by the Government of India. 
Medium Enterprise is an undertaking in which investment in Plant and Machinery exceeds 
investment limit of SSI Sector (Rs.l crore or Rs. 5 crore, as the case may be) and upto Rs. 10 
crore. 
Small & Medium Scale Industries (SMEs) were recognized as a sector of special importance 
in the Industries (Development & Regulation) Act, 1951, a Central Act that provides for the 
regulation and development of industries. The investment limits prescribed under this Act for 
an industrial undertaking to qualify as SSIs have changed over the years as shown in Table I. 
Table 1 : Evolution of Investment Limits for Small & Medium Scale Industries (SMEs) 
Year 
1950 
1960 
1966 
1975 
1980 
1985 
1991 
1997 
2005 
Investment Limit (Original) 
Upto Rs. 5.00 Lacs in Fixed Assets 
Upto Rs. 5.00 Lacs in Fixed Assets 
Upto Rs. 7.50 Lacs in Plant and Machinery 
UptoRs. 10.00 Lacs in P&M. 
Upto Rs. 20.00 Lacs in P & M. 
Upto Rs. 35.00 Lacs in P & M. 
Upto Rs. 60.00 Lacs in P & M. 
UptoRs. 3.00 Cr. inP&M# 
UptoRs. 1.00 Cr. inP&M. 
The Investment Limit enhanced to Rs. 5.00 Crores in respect 
of certain specified items under Hosiery, Hand tools. Drugs, 
Pharmaceuficals and Stationery items & Sports goods.* 
Additional condition 
Less than 50 (or) 100 
persons with power 
(or) without power. 
No condition 
No condifion 
No condition 
No condition 
No condition 
No condition 
No condition 
No condition 
•Source: Department of Small-Scale Industries Ministry of Industry, Govt, of India. 
# Note : This was a result of accepting recommendation of the Expert Committee on Small Enterprises 
(Government of India, 1997). The sudden 5 fold jump to Rs. 3.00 Crores was rolled back to Rs. 1.00 Crore in early 
2005 by the next Government to address the fears of existing SMEs entrepreneurs that the limited benefits 
admissible to SMEs would be consumed by the larger units. 
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Table -2: Investment Ceilings for Small & Medium Scale Industries, 2005 
Segment of Small Industry 
1 
Small Scale Unit 
Medium Scale Unit 
Ancillary Units 
Export Oriented 
Tiny Enterprises 
Service Enterprises 
Women enterprises 
Investment Limit 
2 
Rs. 1.00 Cr. Or Rs. 
5.00 Cr. In some 
selected Industries 
Above Rs. 1.00 Cr. 
OrRs. S.OOCr. 
Rs. 1.00 Cr. 
Rs. l.OOCr. 
Rs. 25.00 Lacs 
Rs. 25.00 Lacs 
Rs. 25.00 Lacs 
Remark 
3 
Historical costs of Plant and 
Machinery 
At least 50% of its output should 
go to other industrial units. 
Obligation to export 30% of 
production 
No location limits 
No location limits 
51 % equity holding by women. 
*Source_: Department of Small - Scale Industries, Ministry of Industry, Govt, of India and RBI's 
Master Circular No. RPCD. PLNFS.BC. No.02/06.02.31/2006-07 dated 01.07.2006. 
Note:-
i) Small and Medium Scale Industry cannot be owned or controlled, whole or partly, by another 
industrial undertaking. The policy framework for all segments shown in col. 1 is the same, 
except for some incentives. 
Table 3. Profile of Small and Medium EnterprisesfSME) Sector in India 
Parameters 
Number of Micro and small Enterprises 
Employment 
Production at Current Prices 
Export $ 
Share in GDP 
Share in manufacturing outputs 
Share in Exports 
Old Definition 
12.8 million 
31.0 million 
$140 Billion 
33 Billion 
6% 
39% 
33% 
New Definition 
13 million* 
41.0 million** 
NA 
NA 
8-9% 
45% 
40% 
*The statistics related to Small and Medium Enterprises are based on 3"* All India Census conducted 
during 2001-02 when the old definition was in vague. The statistics relating to new definition are based 
on unofficial sources. Final picture will emerge from the 4* All India Census to conducted/ completed 
during 2007-2009. 
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5.1.5. Medium Enterprises: Profile 
The Medium Enterprises tias been defined for the first time under the Micro, Small and 
Medium Enterprises Development (MSMED) Act, 2006, which has come into force from 2"'' 
October 2006. Hence, no firm statistics is available in respect of medium enterprises 
presently. The statistics related to medium enterprises would be captured in the 4th All India 
Census to be conducted / completed during 2007-09. Informal sources, however, suggest the 
number of medium enterprises in India to be between 10-15 thousands. Further, it is estimated 
that they contribute about 2% to the GDP, over 5% to the manufacturing output and around 
10% to the national output. 
5.1.6. Performance Indicators of SMEs Industries Sector in India 
The performance of SME Sector in India has been depicted in the undemoted tables. 
Table 4. Annual Flow of Credit 2006-2007 
Indicators 
Public Sector Banks 
Other Banks (Private, foreign banks, SlDBl etc) 
Emerging Sources( VC/ PE, ECBs, factoring etc) 
Total 
MSMs 
(Former SSls) 
$5.4 Billion 
$ 2.4 Billion 
$ 7.8 billion 
MSME Sector 
$9.5 Billion 
$ 3.5 Billion 
$ 3.0 Billion 
$ 12 Billion 
Exchange Rate used for conversion: Rs. 40= $1 
Table 5. Contribution of SMEs in the GDP of India 
Year 
1999-2000 
2000-2001 
2001-2002 
2002-2003 
2003-2004 
Contribution of SME (%) at 1999-2000 Prices in 
Total Industrial Production 
39.74 
39.71 
39.12 
38.89 
38.8 
Gross Domestic 
Product(GDP) 
5.86 
6.04 
5.77 
5.91 
5.82 
* Source; Annual Report 2006-2007, Ministry of Small Scale Industries 
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5.1.7. Growth pattern of SMEs Sector in India 
Based on the data received from the sampled units, the quarterly index with the base year 
2001-02 for the period April 2002 to March 2006 has been compiled. The growth rates of 
SMEs Sector for the year 2002-03, 2003- 04, 2004-05 and 2005-06 estimated on the basis of 
the new series of IIP vis-a-vis old series of IIP and with total manufacturing sector are given 
below. 
It may be seen that the overall industrial growth rate of the Small Scale Industries sector in 
terms of Index of Industrial Production (IIP) (Base: 2001-02=100) rose to 12.32% during the 
year 2005-06 as compared to 10.88% during the year 2004- 05. The SSI sector has also 
consistently registered a higher growth rate as compared to the overall manufacturing sector. 
Table 6. Growth Rates Of SMEs Sector 
Year 
2002-2003 
2003-2004 
2004-2005 
2005-2006 
Growth rates of 
1970 base IIP 
7.68% 
8.59% 
9.96% 
10.40% 
Growth rates of 2001-
1002 base IIP 
8.68% 
9.64% 
10.88% 
12.32% 
Growth rates of 
manufacturing sector 
with base year 1993-94 
7.4 
9.2 
9.1 
Table 7. Time Series Data 
S.No 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
II 
12 
13 
14 
15 
16 
Year 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
2005-06 
Total 
SMEs 
Units 
(Lakh No. 
67.87 
70.63 
73.51 
76.49 
79.6 
82.84 
86.21 
8971 
93.36 
97.15 
101.1 
105.21 
109.49 
113.95 
118.59 
123.42 
Fixed 
Investment 
(Rs. crore) 
93555 
100351 
109623 
115795 
123790 
125750 
130560 
133242 
135482 
139982 
146845 
154349 
1623)7 
170219 
178699 
188113 
Production at 
Current 
Prices (1993-
1994) 
78802 
80615 
84413 
98796 
122154 
147712 
167805 
187217 
210454 
233760 
261297 
282270 
314850 
364547 
429796 
497842 
Production at 
Constant 
Prices 
84728 
87355 
92246 
98796 
108774 
121175 
134892 
146262.9 
157525.1 
170379.2 
184401.4 
195613 
306771 
336344 
372938 
418884 
Employment 
(Lakh Persons) 
158.34 
165.99 
174.84 
182.64 
191.4 
197.93 
205.86 
213.16 
220.55 
229.1 
238.73 
249.33 
260.21 
271.42 
282.57 
294.91 
Export (Rs. 
Crore) 
9664 
13883 
17784 
25307 
29068 
36470 
39248 
44442 
48979 
54200 
69797 
71244 
86013 
97644 
124417 
NA 
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5.1.8. Comparison of the SME Sector with the Overall Industrial Sector 
The SMEs Sector has maintained a higher rate of growth vis-a-vis the overall industrial 
sector. The comparative growth rates of production for both the sectors during last five years 
are given below. 
Table 8. Growth Rates of Production 
Year 
2002-03 
2003-04 
2004-05 
2005-06 
Growth Rate of SME 
Sector (%) 
8.68 
9.64 
10.88 
12.32 
Overall rate of industrial 
sector (%) 
5.7 
6.9 
8.4 
8 
Table 9. Exports from SME Sector 
Item 
Total Exports 
(Rs. Crore) 
Exports from 
SSI Sector (Rs. 
Crore) 
Share of SSI 
sector in total 
exports (%) 
Growth rate in 
Exports (%) 
Years 
2000-2001 
202510 
69797 
34.47 
28.78 
2001-2002 
207769 
71244 
34.29 
2.07 
2002-2003 
252137 
86013 
34.03 
20.73 
2003-2004 
291582 
97644 
33.49 
13.52 
2004-2005 
375339.5 
124416.6 
33.15 
27,42 
2005-2006 
456417.9 
150242 
32.92 
20.76 
*Source: Office of the Development Commissioner M/0 Micro & Small Enterprises Cluster 
Development Programme (Statistics & Data Bank Division) 
5.1.9. Financial Sector and Policy based Finance in India - Pre W.T.O Era. 
(a) Financial Sector in India 
The Financial Sector of India before the reforms in the 1990s was under strict regulations. 
Long-term lending rates, which were offered by Financial Institutes, were fixed low in order 
to promote industries. Commercial Banks handled short-term credit. Their discretionary 
powers, however were extremely limited by (1) Priority Sector Lending (allocation of a 
designated portion of the loan balance to particular sectors), (2), a high Cash Reserve Ratio 
(cash reserve deposited with the cenlTal bank), and (3) a high Statutory Liquidity Ratio 
(obligation to hold a designated portion of deposits in cash, Government bonds etc.). The 
SLR was controlled to absorb government bonds to compensate for fiscal deficits, with rates 
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on bonds maintained low. This liad a negative effect on the development of the bond markets 
(particularly the trading market). 
(b). Policy - based Financial Institutions in India 
Policy based financial institutions in Central and State Governments in India have together set 
up an elaborate three tier structure for promoting the SME Sector in India :-
5.1.9.1 At National level 
in pursuance of the recommendations of International Perspective Planning team (1953-54), 
several Institutions have been set up. 
• Small Industries Development Ot^anisation (SIDO) 
The Office of the Development Commissioner (Small Scale Industries) [DC (SSI)] is also 
known as the Small Industry Development Organisation (SIDO). Established in 1954, it is 
the apex body for assisting the Government in formulating and overseeing the implementation 
of its policies and programmes/projects/ schemes. The SIDO is headed by the Additional 
Secretary & Development Commissioner (SSI). SIDO provides a comprehensive range of 
common facilities, technology support services, marketing assistance, entrepreneurial 
development support, etc., through its network of 30 Small Industries Service Institutes 
(SlSls), 28 Branch SISIs 4 Regional Testing Centers (RTCs), 7 Field Testing Stations (FTSs), 
2 Small Entrepreneur Promotion and Training Institutes (SEPTIs) and 1 Hand Tool Design 
Development and Training Centre. 
The SIDO also has a network of Tool Rooms and Process-cum-Product Development Centers 
(PPDCs) to provide technology and training support. These institutions are run as autonomous 
bodies, registered associates under the Societies Act. Over the last 52 years, the SIDO has 
served a very useful purpose as a catalyst of growth of the micro, small and medium 
enterprises through its vast network of field organisations spread all over the country. 
Besides, there are four regional testing laboratories with state of the art equipment and 19 
field testing stations which are meant to promote awareness on quality control and 
Standardization. These provide testing facilities and pre-shipment inspection as required by 
the 'Export Promotion Councils' besides organizing related training programs. In addition, 
there are two 'Prototype Development and Training Centers' (PDTC) to develop new 
technologies and upgrade the existing ones. There are a number of other technical institutions 
that are working closely with SIDO, which are more specialized in the fields of Tool 
designing. Electronics and Measuring instruments, Prototype Development and Hand tools 
etc. Four 'Central Tool Rooms' in Delhi, Calcutta, Bangalore and Ludhiana, have been set up 
under bilateral assistance programs. 
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• National Small Industries Corporation Ltd. (NSIC) 
The National Small Industries Corporation Ltd., (NSIC), was established by the Government 
in 1955 as a Public Sector Company, with a view to promoting, aiding and fostering the 
growth of micro, small and medium enterprises (MSMEs) in the country, with focus on 
commercial aspects of their operations. NSIC implements several schemes to help the 
MSMEs in the areas of raw material procurement, product marketing, credit rating, 
acquisition of technologies, adoption of improved management practices, etc. through its 7 
Zonal Offices, 26 Branch Offices, 15 Sub Offices, 5 National Technical Services Centers, 2 
Software Technology Parks and 3 Technical Services Extension Centers, spread practically all 
over the country. The Corporation, an ISO: 9001-2000 Company has also set up a number of 
turnkey projects in many developing countries. 
The Institution primarily supplies imported machinery on easy finance terms, provides 
marketing assistance, operates 'Prototype Development and Training Centers' (PDTC) in 
specific fields such as machine tools, injection molding, leather manufacturing equipment etc. 
NISIET (now called National Institute of Entrepreneurship and Eiusiness Development i.e. 
NIESBUD) was set up to train and promote Personnel, Industrial Managers and 
Entrepreneurs. Other National level Institutions that are supporting the Small Scale Sector 
are:-
• National Research Development Corporation' (NRDC). 
• Bureau of Indian Standards' (BIS). 
• National Productivity Council' (NPC), 
• Consultancy Development Center' (CDC) and 
• Electronics Test and Design Centers' (ETDC). 
• The Central Financial Institutions have also set up the Entrepreneurship 
Development Institute of India (EDII) at the national level to promote 
entrepreneurship. 
All the above mentioned institutions are largely meant for the modern small scale industry. In 
order to promote khadi and village industries, a separate high level commission has been set 
up under the Ministry of Industry. Similarly for the handlooms, handicrafts, sericulture and 
other non-modem small units there are separate divisions to promote them. 
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5.1.9.2. At State Level 
The Governments have set up Institutions as follows: 
• Small Industry Development Corporations (SIDCs) to develop infrastructure in the 
form of industrial plots and industrial sheds. 
• State Financial Corporations (SFCs) to provide long term credit facilities. 
• State Exports Promotion Corporations to provide marketing assistance for exports 
from the small scale sector. 
• Technical Consultancy Organizations (TCOs) that provide technical, financial and 
marketing consultancy to the sector. 
• Center for Entrepreneurship Development (CEDs) and Institute of 
• Entrepreneurship Development (lEDs) has been set up to promote through training. 
5.1.9.3. At District level 
In the year 1978, the central government launched a program of establishing District 
Industries Centers to provide under a single roof all the support services, clearances, licenses 
and certificates required by the small entrepreneurs. Presently, there are more than 400 such 
centers, one each in a district. 
5.1.10. Agencies supporting Institutional Finance for Small Scale Industries: 
The following agencies through their various schemes provide finance to Small Scale 
Industries Sector under the overall policies and guidelines evolved by Reserve Bank of India. 
5.1.10.1. At the National Level; 
• Small Industries Development Bank of India (Mainly through re-finance) 
• National Bank for Agriculture & Rural Development 
• National Small Industries Corporation 
• Khadi & Village Industries Commission 
• Nationalized Banks 
• Development Commissioner, Small Scale Industries (DCSSI) 
5.1.10.2. At the State Level; 
• State Financial Corporations (SFCs) 
• State Industrial Development Corporation (SIDCs) - Infrastructure/Finance 
• State Cooperatives Banks 
• Khadi & Village Industries Board 
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5.1.10.3. At Regional & District Level: 
Regional Rural Banks (RRBs) 
District Central Cooperative Banks 
Primary Cooperative Banks 
Branches of State level institutions & nationalized banks about 65,000 in number 
Khadi & Village Industries Commission 
District Industries Center (DlC) 
5.1.11. Industry specific Institutional Finance for SMEs 
Exim Bank Study examines the role of institutional support infrastructure in the field of 
finance, marketing and technology in three important sector namely, leather, auto components 
and readymade garments. This study is based on the findings of a primary survey of 50 Small 
and Medium Enterprises carried out across the three sectors. "Institutional Support Systems 
for SMEs and Intemafional Experience" which benchmarks Indian SMEs on institutional 
support systems available with those available to SMEs in other select countries, and 
endeavors to assess the SMEs, awareness usage of the vast institutional support frame work 
existing in India. 
in the leather industry, the study finds that the healthy growth of the sector has been 
facilitated by a network of supporting institutions and associations which provide guidance 
and common service facilitates for research and development, design, export assistance, 
training etc. Important in this regard are the Central Leather Research Institute (CLRI), the 
Council for Leather Exports (CLE), the Footwear Design and Development Institute (FDDI), 
the All India Leather Products Association (ALPA), and the All India Skin and Hide Tanners 
and Merchants Association (AISMTMA) which cater to the various requirements of firms in 
the leader industry. 
To overcome the constraints faced by most SMEs in the sector in the areas of access to 
international quality design facilities, domestic procurement and import of international 
quality finished leather. The Study Suggests undertaking quality up-gradation and 
certification programme to reach ISO 14000 standards for tanneries to enhance the export 
competitiveness of the industry. At the same time, the Government can also promote the 
formation of consortium marketing infrastructure to focus the marketing efforts of individual 
SMEs in order to get better price realizations. 
In India, Auto Components industry, industry associations such as the Automotive 
Components Manufactures Association of India (ACMA) and the Association of Indian 
Automobile Manufactures (AlAM) are active in providing support to the industry. While the 
ACMA helps in trade promotion, technology up-gradation, quality enhancement and 
information collection and discrimination, the AlAM conducts seminar & conferences and 
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bring out their publications. Private Sector automobile manufacturers have also taken several 
initiatives to develop their component venders. 
However, the study highlights the absence of other dedicated support Institutions in the field 
of marketing and technology. Absence of contemporary technology, small market size and 
non-availability of expenses world class testing and product certifications services are some 
of the problems faced by the SMEs. The Automobile Research Association of India (ARAI) 
with research centers in Pune, Chennai and Faridabad addresses these requirements to a 
certain extent. In light of these, the study recommends establishing Institutions for process 
engineering research to help upgrade the level of production technology, while tie-ups and 
joint ventures would facilitates access to modem technology. 
In the readymade garments sector, the study finds that there are several Institutions and 
Associations which provide marketing support to manufacturer & exporters. Some of these 
are the Apparel Export Promotion Council (APEC), the Clothing Manufactures Association 
of India (CMAl), the National Institute of Fashion Technology (NIFT) and the regional 
associations like South India Textile Research Association (SITRA.) and Ahmadabad Textile 
Industry's Research Association (ATIRA). A major constant encountered by SMEs in this 
sector relates to timely availability and quality of fabrics, trimmings and embellishment. The 
study therefore suggests settings up facilities near clusters to make availability of imported 
inputs easier. Industrial parks for Apparel / Garment manufacturing could be promoted to 
encourage the evolution of new production clusters with specialized infrastructural facilities 
and common services for providing cost effective support to SMEs in India. 
5.1.12. Present Policy Framework and Focus Areas 
5.1.12.1 Amendment of Govt, of India (Allocation of Business Rules) 
The President under Notification dated 9th May 2007 has amended the Government of India 
(Allocation of Business) Rules, 1961. Pursuant to this amendment. Ministry of Agro and 
Rural Industries (Krishi Evam Gramin Udyog Mantralaya) and Ministry of Small Scale 
Industries (Laghu Udyog Mantralaya) have been merged into a single Ministry, namely, 
"MINISTRY OF MICRO, SMALL AND MEDIUM ENTERPRISES" 
5.1.12.2 Small and Medium Enterprises Development Act, 2006 
The Micro, Small and Medium Enteiprises Development (MSMED) Act, 2006 seeks to 
facilitate the development of these enterprises as also enhance their competitiveness. It 
provides the first-ever legal framework for recognition of the concept of enterprise and which 
comprises both manufacturing and service entities. It defines medium enterprises for the first 
time and seeks to integrate the three tiers of these enterprises, namely, micro, small and 
medium. The Act also provides for a statutory consultative mechanism at the national level 
By:GSPopli 48 
CREDIT FLOWS AND THEIR USES IN SMEs SECTOR IN INDIA IN THE POST WTO ERA 
with balanced representation of all sections of stakeholders, particularly the three classes of 
enterprises, and with a wide range of advisory ftinctions. 
Establishment of specific Funds for the promotion, development and enhancing 
competitiveness of these enterprises, notification of schemes/programs for this purpose, 
progressive credit policies and practices, preference in Government procurements to products 
and services of the micro and small enterprises, more effective mechanisms for mitigating the 
problems of delayed payments to micro and small enterprises and assurance of a scheme for 
easing the closure of business by these enterprises are some of the other features of the Act. 
The Ministry of MSME has also taken a view, in the light of the liberalized provisions of the 
MSMED Act 2006, to do away with the restrictive 24% ceiling prescribed for equity holding 
by industrial undertakings, whether domestic or foreign, in the erstwhile Small Scale 
Industries (now MSE). This coupled with an expected legislation on Limited liability 
Partnerships (introduced in the Parliament by the Ministry of Corporate Affairs) should pave 
the way for greater corporatization of the Small and Medium Enterprises —thereby enhancing 
their access to equity and other funds from the market of these products in keeping with the 
global standards. The Ministry of Micro, Small and Medium enterprises ha:^  drawn up a road 
map and has been holding detailed consultations with stakeholders to generate consensus on 
further trimming this list. 
Enterprises are broadly classified into two categories:-
(i). Manufacturing and 
(ii). Those engaged in providing/rendering of services. 
Both categories of enterprises have been further classified into Small, Medium and Large 
Enterprises based on their investment in Plant and Machinery (for manufacturing enterprises) 
or on equipments (in case of enterprises providing or rendering services). The present ceiling 
on investment to be classified as Micro, Small or Medium Enterprises is as under: 
5.1.12.3. Policies for Institutional Finance to SME Industries 
Finance is one of the critical inputs for the promotion and development of the micro and small 
enterprises. Some of the features of existing credit policy for the SMSEs are: 
Priority Sector Lending: 
Credit to the SME Sector is part of the Priority Sector Lending Policy of the banks. For the 
Public and Private Sector Banks, 40% of the net bank credit (NBC) is earmarked for the 
Priority Sector. For the foreign banks, however, 32% of the NBC is earmarked for the Priority 
Sector of which 10% is earmarked for the SMSE Sector. Any shortfall in such lending by the 
foreign banks has to be deposited in the Small Enterprise Development Fund (SEDF) set up 
by the Small Industries Development Bank of India (SIDBI). 
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Institutional Arrangement: 
The SIDBl is the principal financial institution for promotion, financing and development of 
the SMSE Sector. Apart from extending financial assistance to the sector, it coordinates the 
functions of Institutions engaged in similar activities. SlDBl's major operations are in the 
areas of:-
(i) Refinance Assistance 
(ii) Direct Lending and 
(iii) Development and support services. 
Commercial Banks are important channels of credit dispensation to the sector and play a 
pivotal role in financing the working capital requirements, besides providing term loans (in 
the form of composite loans). At the State level, State Financial Corporations (SFCs) and 
twin-function State Industrial Development Corporations (SlDCs) are the main sources of 
long-term finance for the MSE sector. Recognizing the importance of easy and adequate 
availability of credit in sustainable growth of the MSE sector, the Government has announced 
a 'Policy Package for stepping up Credit to Small and Medium Enterprises (SMEs)', with the 
objective of doubling the flow of credit to this sector within a period of five years. To ensure 
better flow of credit to SMEs, the Ministry of MSEME is also implementing the following 
major schemes: 
Emerging Sources of Finance: 
Faced with increased competition on account of globalization, MSMEs are beginning to move 
from bank credit to a variety of other specialized financial services and options. In recent 
years, the country has witnessed increased flow of capital in the form of primary / secondary 
securities market venture capital and private equity, external commercial borrowings, 
factoring services, etc. More advanced MSMEs have started realizing the importance of these 
alternative sources of funding to raise resources and the need for adopting better governance 
norms to take advantage of these funding sources. Efforts are on to put in place Limited 
Liability Partnership Act so as to provide a thrust to the MSMEs in their move towards 
corporatization. 
At the end of March 2007, the loan outstanding against the MSE sector from scheduled 
commercial banks is estimated at over Rs.l, 27,000 Crores ($ 32 billion) and for medium 
enterprises to over Rs.90, 000 Crores ($ 22.5 billion). The incremental credit from scheduled 
commercial banks to the MSME sector during 2006-07 is estimated at around Rs.45, 000 
Crores (over $1 billion). In addition, the MSME sector is estimated to have received funds 
from emerging sources like venture capital and private equity, external commercial 
borrowings, factoring services, etc., to the tune of Rs. 12,000 Crores ($ 3 billion). 
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Credit Guarantee Scheme: 
To ensure better flow of credit to micro, and small enterprises by minimizing the risk 
perception of banks/fmancial institutions in lending without collateral security, the 
Government launched Credit Guarantee Fund Scheme for Micro and Small Enterprises in 
August 2000. The scheme covers collateral- free credit facility extended by eligible lending 
institutions to new and existing micro and small enterprises for loans up to Rs.So lakhs per 
borrowing unit. The guarantee cover is up to 75 per cent of the credit sanctioned 80% in 
respect of loans up to Rs.5 lakhs, loans provided to MSEs owned/operated by women and all 
loans in the North East Region. 
Performance & Credit Rating Scheme: 
The Performance & Credit Rating Scheme for manufacturing MSEs was launched in April, 
2005 with the objective of assisting the MSEs in obtaining performance-cum-credit rating, 
which would help them in improving performance and also accessing bank credit on better 
terms if the rating is high. Under the scheme (implemented by the Notional Small Industries 
Corporation in conjunction with reputed rating agencies), 7% of the fee charged by the rating 
agency is reimbursed by the Government subject to a maximum of Rs.40,000. 
5.1.13. Emergence of W.T.O. Regime and the World Trade 
5.1.13.1. Background: World Trade Organization rWTO) 
Since its inception in 1995, the World Trade Organization has made a significant impact on 
the way international business is being conducted. The WTO strive for global trading 
harmony - to ensure that trade flows as smoothly predictably, fairly and freely as possible. 
The WTO headquartered at Geneva, had 189 member countries as on March 2008. The 
secretarial staff is 500 strong and a Director General heads the WTO. The World Trade 
Organization (WTO) is the only global International Organization dealing with the rules of 
trade between nations. At its heart are the WTO agreements negotiated and signed by the bulk 
of the world's trading nations and ratified in their parliaments. The goals of WTO are to help 
the producers of goods and services, exporters and importers to conduct their business 
internationally. WTO's main function is to ensure that trade flows smoothly and freely. 
There is no activity in the world which will go unaffected by world Trade Organization and 
from the influence of the agreements signed under it. It is equally important for farmer or a 
trader or a banker or a sundry service provider. The big challenge is in making small 
businesses aware about the effects of WTO agreements in our country and to provide 
assistance in a manner that will enable them to stand against the emerging competition. 
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5.1.13.2. Scope of WTO Agreements 
The WTO agreement covers: 
• Goods-: (Main Agreement GATT) e.g. all industrial products, FMCG's (consumer 
durables) etc. 
• Services: (Main Agreement GATS) e.g. Banking, Insurance, Consultancy, etc. 
• Intellectual property: (TRIPS) e.g. patents, copyrights, trademarks etc. 
• Investment measures: (TRIMS): domestic regulations applied to foreign investors. 
5.1.13.3. Principles of WTO Agreements 
Two important principles that underline most agreements are: 
(a). Most favored nations (M.F.N.) clause: No discrimination amongst member countries. 
(b). National treatment clause-: Equal treatment to imported and domestic goods. 
5.1.13.4. Objectives of WTO Agreements ; 
The main objectives of the WTO agreements are: 
• Same rule for all: The agreement restricts Governments or organizations from 
distorting normal mode by way of subsidizing dumping, discriminatory licensing 
policies etc. which can hurt the business within the country or outside the country. 
W.T.O. allows exports to be relieved of all industrial taxes such as excise, sales tax, 
etc. having a cascading effect on the cost of the product, but also prohibits direct tax 
benefits such as Income Tax waiver on export earns. 
• Administration of agreements: To provide detailed guidelines about the 
implementation of the agreement at the national levels (as in anti-dumping 
proceedings) or how the standards be used (as in sanitary or physic sanitary 
measures) or how the disputes between the nations to be resolved (through dispute 
settlement mechanism). 
• Fair deal to business: To create rights for the business community, i.e. right to 
information, right to present evidence etc. (e.g. Agreements on customs valuation 
provides the right to importers to justify the value of imported goods or require 
customs to give in writing the reasons for rejecting value disclosed). 
The important side to the WTO's work is trade relations after involving conflicting interests. 
Agreements, including those painstakingly negotiated in the WTO's system, often need 
interpreting. The most harmonious way to settle these differences is through some neutral 
procedure based on an agreed legal foundation. The purpose behind dispute settlement by the 
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benefit or suffer on account of a particular line of activity. The European countries, for 
example, mindful of their narrow interests, instituted anti-dumping measure on different 
occasions against poorer countries such as India; the latter have to learn how to use the WTO 
rules to protect their over interests. It is important for the machinery that is set up in India to 
build "an impressive file of case histories; the technical wing of the anti-dumping directorate 
must also have at its disposal, the services of competent lawyers and other experts in 
international trade laws and regulations". But they have lost out because of their own 
ineffectiveness in bargaining at the negotiation table. 
If India wants to move away from the present performance of having only a 0.6 per cent share 
of global trade, then India must have to think in global terms and also re-discover erstwhile 
friends in the global arena. Issues arising out of increasing engagement in trade fall in three 
areas, namely, i) efficiency issues, ii) equity related issues, and iii) issues relating to 
sustainable scale . But scarcely any liberalization has taken place in areas such as textiles and 
garments, where the interests of countries like India - predatory intent, as should have 
happened had dumping been interpreted as an anti-competitive practice. 
While both the developing and the developed countries are increasing levying anti-dumping 
duties to keep out imports, these are being used in the rich countries to scare away developing 
country exports - especially "The Small and Medium Enterprises." Once the importing 
country decides to start an investigation, this is usually enough to unnerve the exporter since 
very few have the resources to withstand investigations of anti-dumping. 
The anti-dumping action has attached public notice in India only when Indian exporters faced 
anti-dumping investigations overseas. More than the actual duties. It has imposed, the process 
of written into the WTO agreements. The General Agreement has been instrumental in giving 
birth to an unofficial, de facto international organization also known informally as GATT. 
Over the years GATT evolved through several round of negotiations. But last and largest 
round of GATT, it is called "Uruguay Round" which lasted from 1986 to 1994, became a 
foundation to WTO creation. Whereas, GATT had mainly dealt with the trade in goods, the 
WTO and its agreement roles cover trade in services and in traded inventions, creations and 
designs (intellectual property). 
5.1.14. Impact of WTO on Indian Trade 
India is greatly concerned over the evolving relationship with the WTO but India's decision to 
continue with the membership of the WTO necessitates a parallel decision to strengthen the 
country's administrative infrastructure to deal with WTO related issues. The WTO itself is 
subject to the overriding influence of the USA and members of the European Community. 
Multinational and transnational corporation also exercise their showing in the manner of 
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functioning of the global body. These are harsh realities for which constant vigilance by 
Indian Government is an absolute necessity. 
India is at the receiving end of harsh treatment in the affairs of trade from the US and EU. If 
the developing countries organize their own network of resistance and defense, that would not 
do any greater havoc to the functioning of the WTO. However, India must ensure building an 
appropriate infrastructure necessary for the purpose. The WTO, it has to be borne in mind, is 
a continuously functioning body and the Government will have to interact with it each day. 
According to WTO's corpus, India has imposed a definitive anti-dumping duty on imports of 
all the forms of alcohols from Poland, South Korea, Indonesia, Saudi Arabia, Russia, Iran, 
USA and European (EU.). Injury has been caused cumulatively by the dumped imports from 
these countries. The corpus of dumping and anti-dumping activities often depends upon 
subjective points of view of the party or parties whose investigations itself became an issue of 
non-tariff barriers (NTBs) with import licensing disappearing and import duties slashed, 
dumping into India has also become a more important issue than ever before. Rather 
remarkably, before 1992-93, there was not a single instance of anti-dumping duty being 
imposed in India. This is because, compared to the United States and the European Union 
(EU), India anti-dumping cell is under-manned. There are only seven people in the cell, 
against thousands in the US or the EU. Therefore, a typical anti-dumping investigation takes 
for too long. India has started getting its act together. Judging by the levy of final duties, India 
had climbed to be fifth position in the world in 1997, in terms of the use of the anti-dumping 
lever. Today India's rank is fifth, although the Indian figure of 89 duries imposed since 1995 
is considerably short of the US's over 200. 
In the US, the Heritage Foundation routinely computes the Welfare costs of anti-dumping 
action. It is time such computations are done in India too. It is somewhat ridiculous that for 
several anti-dumping duties imposed, domestic Indian producers are declared monopolists 
with scales of production nowhere near global scales. In such circumstances, injury is a 
meaningless term. India has a lot to gain by pushing for scrapping of the anti-dumping 
agreement at WTO. The gains to India and exporters will more than compensate the losses to 
inefficient Indian producers as the Indian exporters find it impossible to defend themselves 
against anti-dumping investigations. 
India must actively engage itself with the big three and be an insider during this stage of 
negotiations. That way one can hope to extract the best advantage out of the agreement. If the 
deal is done without India's input, then there will be very little negotiating play left for them. 
The service industries of developing countries are at the initial stages and their progress will 
be throttled under the new Agreement. India is facing such problems and also will have to 
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face further problems, because the service sectors in India will find it difficuU to compete 
with the firms supplying services in the developed countries. 
India is also facing non-tariff barriers (NTBs) imposed by the developed countries in the form 
of protectionist policies against Indian exports. Although pressures are being mounted on 
India by the developed countries via the WTO to dismantle NTBs in view of the improvement 
in balance of payments and foreign exchange reserves they themselves continue to impose 
NTBs on India. 
The developing countries were united at the World Trade Organization meeting at Seattle 
against the dominating attitude of the United States and some other developed industrialized 
countries. The meeting gave a good opportunity to renegotiate some of the discriminatory 
provisions of the Uruguay agreement. The Indian Government has also taken a tough stand on 
the inclusion of environment and labour standards in the future agenda of the WTO because it 
is viewed as a tool used by countries in order to create non-tariff barriers of trade in the affair 
of Small -Scale Industry and small and medium Enterprises. 
Thus, the entry of multinational companies in the Indian economy will protect the interests 
and market of such companies instead of encouraging Indian entrepreneurs for notice growth. 
Indians are not against the multilateralism in trade and commerce, but are against 
discriminatory mechanism in international trade, financial and monitory systems. 
5.1.15. WTO and Small and Medium Scale Enterprises (SMEs) 
The World Trade Organisation (WTO) Round of trade negotiations commencing will provide 
a unique opportunity to engage the largest business community - Small and Medium Scale 
Enterprises (SMEs) in a process that could lead to the expansion of their international growth. 
In this context, it becomes all the more important to examine the topical issues confronting 
the SME sector and issues such as impact of WTO on S.M.E's access to markets and 
technologies, strategies and policies to be adopted in the linkages with focusing on 
developing strategies and policies to help guide S.M.E's in today's globalised economy. 
SMEs are a critical economic factor in developing countries like India as well as to the more 
developed economies in our world today. They make up a majority of the domestic business 
transactions but only play a limited role in international trade. Given their scale & diversity of 
section in which they function, SMEs are highly adaptable between the developed and 
developing economics, provided that trade barriers are legated. Accordingly SMEs are global 
economy's greatest marginal opportunity for growth if they are actively engaged in the WTO 
round of negotiations and their trade issues are effectively addressed. 
National leaders have repeatedly urged to involve more effectively the SMEs in trade but it 
has not yet materialized .The WTO rounds has^^^^K^^^^l^d^lhe opportunity to codify 
r 
X By:GSPopli il.i ^ * \. 55 
CREDIT FLOWS AND THEIR USES IN SMEs SECTOR IMNDIA IN THE POST WTO ERA 
some of the efforts that SMEs have initiated in regional trade negotiations and being closure 
to their outstanding findings and recommendations. SMEs are diverse multi-sectoral entities 
that have issues both unique to themselves and cutting across multiple sectors. Thus, WTO's 
mechanism to address SMEs trade issues must be flexible enough to allow SME inputs to the 
multi-sectoral negotiations that will tcike place in addition to having their own unique issues 
addressed. 
On the issues unique to SMEs, we have the benefit of the deliberations from 18 countries, 
comprising the Asia Pacific Economic Cooperation (APEC) region that took place at the 
1997, Hawla Ministerial. In that forum, the SMEs identified the need for trade reforms in four 
areas: viz. a). Access to Markets 
b). Access to Technology 
c). Access to Finance 
d). Access to Skills 
Through a collaboration consultation process within WTO member countries, SMEs can 
develop a comprehensive agenda for the WTO Round. Some issues that appear ripe for 
"resolution" are: 
• Streamlining unique SME dispute settlement procedures: 
• Reforming the documentations and filling procedure for patent and trademark 
protections; 
• Opening public procurement to SMEs by structuring major tenders with some smaller 
components and tailoring award criteria to recognize SMEs participation; 
• Enhancing transparency in international tax, finance and trade rules; and 
• Exploring means to internationalize the recognition of technical certification of 
professionals. 
The wide dimension of SMEs operation in multiple Sectors makes it vital that SMEs be 
permitted to have an input to those sectors - related issues that will be negotiated in the WTO 
Rounds. SMEs provide invaluable help in some regional negotiations, one being the 
Electronic Commerce efforts under the Free Trade Area for the Americas (FTAA). In that 
process they actively participate in the joints public private sector working group on 
Electronic commerce with findings and recommendations to: 
• Encourage SMEs to use the Internet as a market - opening tool; 
• Increase the ability of SMEs, to use electronic commerce; and 
• Increase the participation of SMEs in internal trade. 
By.GSPopli 56 
CREDIT FLOWS AND THEIR USES IN SMEs SECTOR IN INDIA IN THE POST WTO ERA 
SMEs would no doubt provide a similar level of constructive insight to the country papers 
being presented to the WTO as well as the following on negotiations covering trade 
facilitation, electronic commerce and market access. 
5.1.16. The WTO and its Impact on Indian SMEs 
The WTO agreements do not discriminate on the basis of size of industries or enterprises. In 
essence, they talks about enhanced efficiency through better allocation of various factors of 
production and increased welfare at a global level. Market access through efficiency is the 
central theme of WTO agreements. At the Uruguay Round, it was decided to reduce tariffs, 
eliminate tariff escalations and dismantle non-tariff barriers including quantitative restrictions. 
Under this scenario, Indian SMEs would face competition not only from MNCs but also from 
Indian large companies. 
The WTO umbrella thus requires that our small enterprises evolve a strategy to effectively 
deal with the future agenda in close association with the Government, trade bodies and other 
associations. The need today is to integrate SMEs into the mainstream economy. As SMEs 
integrate into the day to day working of the national economy, they must realize that WTO 
offers excellent opportunities for them to emerge as a global industrial partner. 
In the Indian context, SMEs must slowly be phased out from reservation policy and be linked 
to Exim perspectives. Therefore, SMEs must reposition themselves in certain strategic sectors 
where India has proven advantages. In addition, SMEs must look forward to state of the art 
technological up-gradation to reap the benefits of low cost of production and better quality 
standards. As the new world trading order is likely to create far reaching implications for 
SMEs, especially with regard to their competitive ability and integration with the global 
market, they must readjust themselves to the gradual phase out of quantitative restrictions as 
well as reduction in tariff protection. 
New agreements under the WTQ umbrella such as trade and investments, trade and 
competition, transparency in WTO flinctioning, labor standards and Government procurement 
will also impact the future of SMEs. In addition, trade and environment is likely to pose 
serious obstacles to SME exporters. 
Quantitative Restrictions: 
576 items have been freed on April 1, 1999 from the reservation of products for SMEs and 
only 236 items are under the restricted list. The Exim policy 2000-2001, removed quantitative 
restrictions only on 58 items reserved for SSI sector. The remaining 198 items were to be 
freed on April 1, 2001. These 58 items from reserved category were mainly for broad product 
groups of spices, animal feed preparation, smaller items of textiles and paper, some items of 
woolen, cotton and synthetic garments, electric components and products, semi-prepared food 
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preparations, leather and leather products, construction material, household articles, small 
metal tools, etc. With the removal of quantitative restrictions, enterprises in this reserved item 
have to face competition from imports on a large scale. The removal of quantitative 
restrictions should be accompanied by an initiative to help SMEs to compete with imports. 
This may take a variety of forms such as setting up of incubators. 
Tariff Levels 
India is committed to a tariff ceiling of 40% on finished goods and 25% on intermediate 
goods, machinery and equipment. The year 2005 proposes a phased reduction to these bound 
levels. The reduced tariff rates would affect the India SMEs depending upon the level of 
import intensity of exportable items and demand for importable products. 
Anti-Dumping 
Indian SMEs are cautious against possible dumping by their foreign competitors on account 
of opening up of the domestic market to international competition. Though the provision of 
WTO all lows countering unfair trade practices, it would require assistance from the 
Government and similar other bodies, because SMEs are unable to defend themselves or take 
counteractive measures due to lack of necessary data and access to information. 
Subsidies and Countervailing Measures 
The most serious challenge facing SMEs is imposition of countervailing duty. All major 
subsidies such as income tax benefits under Section 80HHC, DEPB scheme, EPCG schemes 
are considered actionable subsidies. Though these are not prohibited subsidies and can be 
continued by the Government, the importing country can take action, if it feels that subsidized 
imports are causing injury to their domestic industry. 
Technical Barriers to Trade (TBT) 
Though the agreement on TBT provides for differential and more favorable treatment to 
developing country members, this is hardly respected by affluent nations in view of their high 
technical standards. The technological weakness of SMEs is emerging as a major non-tariff 
barrier to access markets of developed Countries. 
Trade Related Investment 
When foreign joint companies are freed from the obligations of indigenization, there will be 
better incentive for indigenous sourcing of components. This requires a major drive by SMEs 
for technology up gradation to become competitive. 
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Intellectual Property Rights 
The Indian Patent Act of 1970 provides patent protection for 7 years in the case of 
pharmaceuticals, food items and chemicals and product patent for 14 years for all other 
products, but under WTO obligations each country has to amend its Patent Act giving rights 
to patent holders for 20 years. 
High tech industries such as electronics, pharmaceuticals, machine tools, agro products, agro 
chemicals and biotechnology are likely to be impacted by implication of TRlPs agreement, as 
they have to face the problem of accessing technology under this regime. Terms and 
conditions and costs of technology may be prohibited. The main source of technology for 
SMEs, reverse engineering, will be difficult with stricter IPR Regime. 
Trade and Investment 
The multilateral agreement on investment would focus on national concerns and most favored 
nation's status. SMEs of member countries of WTO would gain from the same treatment 
meted out to their Indian counterparts. 
Agreement on Trade Related Investment Measures (TRIMs) 
Rules that apply to the domestic regulations, a country applies to foreign investors, often as 
part of an industrial policy. Policies such as local content requirements and trade balancing 
rules that have traditionally been used to both promote the interests of domestic industries and 
combat restrictive business practices are now banned. Trade related Investment Measures is 
the name of one of the four principal legal agreements of the WTO trade treaty. TRIMs are 
rules, which restrict preference of domestic firms and thereby enable International firms to 
operate more easily within foreign markets 
5.1.17.Dimensions of Financial Demand from SMEs in the Post WTO Regime 
Since quantifying the demand for capital from small industry is an extremely difficult task in 
view of its heterogeneity, the dimensions are discussed in the form of identifying 
areas/motives requiring finance and their relative importance. 
Broadly, credit demand from the SME Sector in the present scenario is: 
(a). Demand for Working Capital, and 
(b). Demand for Investment 
While the growth of working capital demand is directly related to the growth of small 
industry sector, what is of more significance in the liberation period is investment demand. 
Investment demand can be subdivided into several categories: 
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• Replacement of obsolete machinery or Technological Up-gradation and 
Modernization. 
• Expansion of the Unit by adding Plant and Machinery to produce more. 
• Quality Improvement. 
• New Ventures/Diversification 
• Labor Saving Devices. 
• Research and Development to constantly upgrade the competitiveness of the unit. 
• Environment related investments (industry specific). 
The Investment Demand for finance from Small Industry will increase enormously in the 
coming decade. A substantial part of the demand will emanate from the factory sector, 
particularly because of technology up-gradation and modernization, expansion and quality 
improvement. But equally significant will be the transformation demand of the unorganized 
sector - workshops and household industrial and their subsequent entry into the factory 
sector. Though R & D is not yet significant, the competitive pressure and the urge to grow 
will prompt many small factories to go for setting up their own R & D facilities, in the 
process of all these, some of the Small Industry Units will grow into Medium/Large Scale 
Units. 
The present Chapter carries out an analysis of the responses gathered from the surveyed Small 
and Medium Enterprises. The requisite information was gathered from 160 Small and 
Medium Enterprises selected for the study, with the help of a questionnaire. Further, the 
requisite information was gathered from 25 experienced Bankers/Officials/Policy Makers 
through a questionnaire and detailed discussion. The results have been discussed in three 
phases as explained in previous chapter. 
Phase two : 5.2. (a). Experience of Indian Small and Medium Enterprises 
The information so collected from 160 SMEs was analysed with the help of Excel Software 
on computer and the Statistical Package for Social Science was used for this study. The 
findings of the data have been tabulated and discussed in this chapter. 
5.2.1 Profile of the respondents 
Of the 160 SMEs Units, 86 SMES i.e. 53.8 per cent have been established before 1996. 
These include 35 Small Industries (43.8%) and 51 Medium Industries (63.8%). The 
remaining 74 SMEs Units have been established after 1996 which accounts for 46.2 per cent. 
Out of these, 45 are Small Industries i.e. 56.2 per cent and 29 are Medium Enterprises i.e. 
36.2 per cent have been established after 1996. 
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As regards the business form of the organizations, 49 Small Industries (61.3%) and 21 
Medium Industries (26.3%) are Proprietorship Units. Only 15 Small Industries (18.7%) and 
18 Medium Industries (22.5%) are partnership firms and the remaining 16 Small Industries 
(20%) and 41 Medium Industries (51.2%) are organized as Limited Companies. 
The number of units owned by the Entrepreneurs is also depicted in the table. It reveals that 
67 Small Industrial owners (83.8%) and 55 Medium Industrial Unit holders (68.8%) are 
having only one unit. The two units are owned by 10 Small Industrial Units (12.5%) and 17 
Medium Industries (21.2%). Further, 2 Small Industries (2.5%) and 4 Medium Industrial 
units (5%) are having 3 units. Table 5.1 depicts the profile of the owners. 
Table: 5.1 Profile of Small and Medium Enterprises 
Year of Establishment 
Upto 1996 
After 1996 
Type of Business Organisation 
Proprietorship 
Partnership 
Limited Co. 
Number of Units 
One 
Two 
Three 
Above three 
Small 
(N - 80) 
35 
[43.8] 
45 
[56.2] 
49 
[61.3] 
15 
[18.7] 
16 
[20.0] 
67 
[83.8] 
10 
[12.5] 
02 
[2.5] 
01 
[1.2] 
Medium 
(N = 80) 
51 
[63.8] 
29 
[36.2] 
21 
[26.3] 
18 
[22.5] 
41 
[51.2] 
55 
[68.8] 
17 
[21.2] 
04 
[5.0] 
04 
[5.0] 
Total 
(N=160) 
86 
[53.8] 
74 
[46.2] 
70 
[43.8] 
33 
[20.6] 
57 
[35.6] 
122 
[76.3] 
27 
[16.9] 
06 
[3.8] 
05 
[3.0] 
60 1 
50 
40 
30 -
20 -
10 
O 
Profi le of Small and Medium Enterpr ises 
smalt 
3 5 
j L ^ ^ M 
4 5 
51 
- . - • ' - • 
.".*;.-.i..*. 
5:...i -
Medium 
lupto 1996 
I After 1996 
By.GSPopli 61 
CREDIT FLOWS AND THEIR USES INSMEs SECTOR IN INDIA IN THE POST WTO ERA 
Type of Business org. 
BU -
70 -
g 6 0 -
tn 
•= 5 0 -
2 40 -
Iso -
o 
e>20 -
10 -
0 -
49 
.y.. • 
& • : 
1 
^ 
70 
21 
Proprietership 
33 
Patnership 
57 
Limited co. 
• Series 1 
• Series2 
DSeriesS 
122 
No. of Units 
one 
10 17f 
27 
two 
2 4 6 4 5 
three above three 
B Series 1 
• Series2 
O SeriesS 
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5.2.1.1. Type of Involvement of the Owners in the SME Unit 
Table 5.1.1 exhibits the designation of the stake-holders in SME Units. It reveals that the 
involvement of the owners as Proprietor has been conveyed by 49 Small Industries (61.3%) 
and 21 Medium Industries (26.3%). There are 15 Small Industrial units (18.7%) and 18 
Medium Enterprises (22.5%) as Partnership Firms. Further, 16 Small Industries (20%) and 
41 Medium Industries (51.2%) are being managed by the owners as CMD. 
Table 5.1.1: Involvement of Owners in SIMEs with Designation 
Designation 
Proprietor 
Partner 
CMD 
ED 
Any other 
Total 
Small 
49 
[61.3] 
15 
[18.7] 
16 
[20.0] 
00 
[0.0] 
00 
[0.0] 
80 
[100.0] 
Medium 
21 
[26.3] 
18 
[22.5] 
41 
[51.2] 
00 
[0.0] 
00 
[0.0] 
80 
[100.0] 
Total 
70 
[43.8] 
33 
[20.6] 
57 
[35.6] 
00 
[0.0] 
00 
[0.0] 
160 
[100.0] 
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5.2.1.2. Existing Position of Board of Directors 
Existing Position of Board of Directors in tiie SMEs Units has been depicted in table 5.1.2. 
The analysis reveals that 64 Small Industrial Units (80.0%) and 39 Medium Enterprises 
(28.8%) are not having any Board of Directors in their SME Units. The remaining 16 Small 
industrial units (20.0%) and 41 Medium Enterprises (51.2%) are heiving Board of Directors in 
their SME Units. 
Table 5.1.2 : Existing Position of Board of Directors 
Presence of Board 
of Directors 
Yes 
No 
Total 
Small 
16 
[20.0] 
64 
[80.0] 
80 
[100.0] 
Medium 
41 
[51.2] 
39 
[28.8] 
80 
[100.0] 
Total 
57 
[35.6] 
103 
[64.4] 
160 
[100.0] 
120 
100 
Existing Position of Board of Directors 
97 
66 
31 
Yes No 
Presence of Board of Directors 
@ Small 
• Medium 
o Total 
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5.2.1.3. Establishment of Business 
We have also collected the information on business establishment in this study. It reveals that 
as high as 72 Small Industries (90%) and 67 Medium Industries (83.8%) have been started by 
the present owners. The remaining 8 Small Industries i.e. 10% and 13 Medium Industries 
(16.2%) have been inherited by them. The information has been depicted in table 5.1.3. 
Table S.1.3: Existing Position of Business Establishment 
Position of business 
Started 
Inherited 
Total 
Small 
72 
[90.0] 
08 
[10.0] 
80 
[100.0] 
Medium 
67 
[83.8] 
13 
[16.2] 
80 
[100.0] 
Total 
139 
[86.9] 
21 
[13.1] 
160 
[100.0] 
Existing Position of Business Estabiistiment 
started 
la Small 
• Medium 
a Total 
Inherited Total 
Position of business 
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5.2.1.4. Position of Previous Employment/Experience of the Owners 
The experience of the owners i.e. any previous employment has been depicted in table 5.1.4. 
It shows that total 66 entrepreneurs out of 160 surveyed for this study, accounting for 41.3 per 
cent have conveyed that they have some previous experience as an employee. This has been 
conveyed by 34 Small Industrial Unit's owners (42.5%) and 32 Medium Entrepreneurs 
(40%). The remaining 94 entrepreneurs i.e. 58.7 per cent have no previous employment out 
of which 46 are Small entrepreneurs (57.5%) and 48 Medium Entrepreneurs (60%). 
Table 5.1.4 : Position of Previous Employment/Experience of the Owners 
Position of previous 
employment 
Yes 
No 
Total 
Small 
34 
[42.5] 
46 
[57.5] 
80 
[100.0] 
Medium 
32 
[40.0] 
48 
[60.0] 
80 
[100.0] 
Total 
66 
[41.3] 
94 
[58.7] 
160 
[100.0] 
Position of Previous Employment/Experience of 
the Owners 
60 n 
50 -
40 -
30 -
20 -
10 -
n -
34 
'^w-jSi 
V^j^i 
Yes No 
Position of previous employment 
I Small 
• Medium 
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5.2.1.5. Position of Business Travels by the Owners 
As regards the business travels by the owners, the responses have been exhibited in the table 
5.1.5. It reveals that 43 Small Industry Entrepreneurs i.e. 53.8 percent and 36 Medium 
Entrepreneurs i.e. 45 per cent travel just once in a month. It shows that they do not explore the 
business opportunities and are content with their present set- up. In this globalised 
environment they should travel more to interact with the present customer and should explore 
further opportunities. Further, 14 Small Industry Entrepreneurs (17.5%) and 26 Medium 
Entrepreneurs (32.4%) travel for their business at least twice in a month. The remaining 23 
Small Entrepreneurs (28.7%) and 18 Medium Entrepreneurs (22.5%) have informed that they 
had to travel at least thrice in a month for their business requirements. 
Table: 5.1.5. Position of Business Travels by the Owners 
Business travels 
Once in a month 
Twice in a month 
Thrice in a month 
Total 
Small 
43 
[53.8] 
14 
[17.5] 
23 
[28.7] 
80 
[100.0] 
Medium 
36 
[45.0] 
26 
[32.5] 
18 
[22.5] 
80 
[100.0] 
Total 
79 
[49.4] 
40 
[25.0] 
41 
[25.6] 
160 
[100.0] 
Position of Business Travels by the Owners 
Once in a 
month 
Twice in a Thrice in 
month a month 
Business travels 
@ Small 
•Medium 
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5.2.1.6. Profile/Experience of the Managers 
As regards professionally qualified manpower, 5 Small Industrial units (6.2%) and 15 
Medium Industrial Units (18.8%) are still operating without the professionally qualified 
Managers. The remaining 75 Small Industrial Units, accounting for 93.8 per cent and 56 
Medium Industrial Units, accounting for 70 per cent of the surveyed units are having 
professionally qualified managers whereas 9 Medium entrepreneurs (11.2 %) have not 
responded. 
Table 5.1.6: Profile of the Managers 
Qualification 
Professional 
Non professional 
No response 
Total 
Small 
75 
[93.8] 
05 
[6.2] 
00 
[0.0] 
80 
[100.0] 
Medium 
56 
[70.0] 
15 
[18.8] 
09 
[11.2] 
80 
[100.0] 
Total 
131 
[81.9] 
20 
[12.5] 
09 
[5.6] 
160 
[100.0] 
Profile of the Managers 
15 
;i^ 
^^ 
/ ^^ 
Qualification 
<«'-' 
H Small 
•Medium 
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5.2.1.7. Investment in Plant & Machinery (Purchase Value) 
The original investment in Plant and Machinery of the sample units have been depicted in 
table 5.1.7. An effort has been made to include representatives from all the SMEs Units in the 
study on the basis of investment pattern, for better understanding of the problems at all levels. 
The analysis of the responses shows that the investment in Plant & Machinery from 1 lac to 
50 lacs has been made by 35 Small Industries (43.7%) and 6 Medium Industries (7.5%). 30 
Small Industries (37.5%) and 2 Medium Industries (2.5%) have investment between 50 lacs to 
Rs. 1.00 Crore in the Plant and Machinery. The investment between 1 Crore to 2 Crore has 
been made by 15 Small Industries (18.8%)) and 14 Medium Industries (17.5%) in their Plant 
& Machinery. The remaining 34 Medium Industries (42.5%) and 24 Medium Industries 
(30%)) falls in the category of 2 to 3 Crores and above 3 Crores respectively. 
Table 5.1.7: Investment in Plant & Machinery (Purchase Value) 
Investment in Plant & Machinery 
1 to 50 lacs 
50 lacs to 1 Crore 
] Crore to 2 Crores 
2 Crores to 3 Crores 
Above 3 Crores 
Total 
Small 
35 
[43.7] 
30 
[37.5] 
15 
[18.8] 
00 
[0.0] 
00 
[0.0] 
80 
[100.0] 
Medium 
06 
[7.5] 
02 
[2.5] 
14 
[17.5] 
34 
[42.5] 
24 
[30.0] 
80 
[100.0] 
Total 
41 
[25.6] 
32 
[20.0] 
29 
[18.1] 
34 
[21.3] 
24 
[15.0] 
160 
[100.0] 
Investment in Plant & Machinery (Purchase Value) 
Investment in Plant & Machinery 
0 Small 
•Medium 
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5.2.1.8. Annual Sales-Turnover of the SME Units. 
The annual sales turnover of the sample units ranges widely between 1 lac and above 10 
crores. It reveals that 11 small industries (13.7%) and 2 Medium Industries (2.4%) are having 
annua! sales turnover upto Rs. 25 lacs. For 32 Small Industrial Units (40%) and 13 Medium 
Industrial Units (16.3%) annual sales turnover is between 25 lacs to less than I crore. The 
annual sales turnover between 1 crore to less than 2 crores is being recorded by 16 Small 
Industries (20%) and 8 Medium Industries (10%). Further, 14 Small Industries (17.5%) and 
13 Medium Industries (16.3%) are achieving the annual sales turnover between 2 crores to 
less than 5 crores. The annual sales turnover of 5 crores to less than 10 crores is being 
recorded by 4 Small Industries (5%) and 12 Medium Industries (15%). The remaining 3 
Small Industries (3.8%) and 32 Medium Industries (40%) are having 10 crores & above 
annual sales turnover. 
It also depicts the position of profits before taxes of the surveyed SME Units. It reveals that 
68 Small Industries (85%) and 44 Medium Industries (55%) are generating profits upto Rs. 25 
lacs whereas 8 Small Industries (10%) and 23 Medium Industries (28.8%) are generating 
profits between 25 to 50 lacs. Further, the profits between 50 lacs to 1 crore are being 
achieved by 2 Small Industries (2.5%) and 6 Medium Industries (7.5%) and between 1 to 3 
crores by 2 Small Industries & Medium each (2.5%). The remaining 3 Medium Industries 
(3.8%) falls in the category of 3 to 5 crores and 2 Medium Industries (2.5%) in above 5 crores 
category. Table 5.1.8. exhibits the Annual Sales Turnover of the surveyed SME Industries. 
Table 5.1.8.: Annual Sales-turnover of the SME Units. 
Annual Sales Turnover 
Upto 25 lacs 
Above 25 lac but less than 1 Crore 
1 Crore to less than 2 crores 
2 Crores to less than 5 crores 
5 Crores to less than 10 Crores 
10 Crores and above 
Small(N=80) 
11 
[13.7] 
32 
[40.01 
16 
[20.01 
14 
[17.51 
04 
[5.0] 
03 
[3.8] 
Mediuni(N=80) 
02 
[2.4] 
13 
[16.3] 
08 
[10.0] 
13 
[16.3] 
12 
[15.0] 
32 
[40.0] 
Total(N=160) 
13 
[8.1] 
45 
[28.1] 
24 
[15.0] 
27 
[16.8] 
16 
[10.0] 
35 
[21.9] 
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Annual Sales Turnover 
Profit (before taxes) 
25 Lacs 
25 lacs to 50 lacs 
50 lacs to 1 crore 
1 crore to 3 crores 
1 to 3 crores 
3 to 5 crores 
Above 5 crores 
SmalJ(N=80) 
68 
[85.0] 
08 
[10.0] 
02 
[2.5] 
02 
[2.5] 
02 
[2.5] 
00 
[0.0] 
00 
[0.0] 
Medium(N=80) 
44 
[55.0] 
23 
[28.8] 
06 
[7.5] 
02 
[2.5] 
02 
[2.5] 
03 
[3.8] 
02 
[2.5] 
Total(N=160) 
112 
[70.0] 
31 
[19.4] 
08 
[5.0] 
04 
[2.5] 
04 
[2.5] 
03 
[1.9] 
02 
[1.3] 
o 
JO 
in 
CM 
« 
< 
JSmall(N=80) 
lMedium(N=80) 
O 
O 
C4 
(/> 
0) 
o 
O 
o 
' - V 
J K H B - , f-jsnHL, 
# 
.\^ 
,«P 
N*" 
xp-
Profit before tax 
V^o" 
a Small 
• Medium 
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5.2.2. Problems Being Faced by SME Industries 
The first objective of this study is to find out the different problems being faced by the SMEs 
units. To find out the problems of SMEs, the perceptions of entrepreneurs and professionals 
have been obtained by conducting an in-depth study through a questionnaire and personal 
discussion. In general, the SME Industries are facing the undemoted problems. 
5.2.2.1. Deficiency in Existing Production Process 
In this study we have studied the production process of surveyed SMEs. Table 5.2.1 exhibits 
the production process being adopted by the surveyed SME Units i.e. shifts per day. It 
reveals that the total 114 SMEs i.e. 71.2 per cent ate operating with only one shift; in their 
production process. This view has been expressed by 62 Small Industries (77.5%) and 52 
Medium Industries (65%). 14 Small Industries (17.5%) and 28 Medium Industries (35%) are 
operating with two shifts in a day. The remaining 4 Small Industries only (5%) are having 
three shifts in a day. This indicates the under utilization of the capacity. 
From the above figures, we can observe that the Indian SMEs are not utilizing the production 
capacity fully. The production can be enhanced by changing the production schedule by 
operating two or three shifts per day. It shows that the production process is faulty and needs 
improvement. If the SMEs operate with more shifts per day, there will be more production. 
The responses on purchase of raw materials have also been depicted in this table. It shows 
that 65 Small Industries i.e. 81.2 per cent and 53 Medium Industries i.e. 66.2 per cent are 
purchasing raw material from the local markets. Only, 8 Small Industries i.e. 10 per cent and 
9 Medium Industries i.e. 11.3 per cent are purchasing raw material from the State's Market. 
Further, raw material fi"om the entire Country's Markets is being purchased by just 5 Small 
Industries (6.3%) and 14 Medium Industries (17.5%) whereas Imported Material is being 
purchased by the remaining 2 Small Industries (2.5%) and 4 Medium Industries (5%) only. 
From the above figures, we may observe that the Indian SMEs are either purchasing raw 
material from the local markets or nearby markets. This is a big problem with Indian SMEs. 
The raw material purchased from the local markets is generally not only of poor quality but 
costly also. The SMEs should purchase good material at cheap rates from the bigger markets 
in the country and abroad. This will not only improve the quality of the products produced by 
them but also reduce the cost of production. Generally, the raw material available in the local 
markets is not only of inferior quality but expensive also. The SMEs should explore the 
bigger markets for purchasing of raw material from the bigger markets in the country and 
abroad to improve the quality of their products and reduce the cost of their production. This 
will make them competitive in the international markets. 
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Table 5.2.1: Existing Position of Production Process 
Shifts per day 
One 
Two 
Three 
Purchase of Raw Material from 
Local Market 
State's market 
Country's markets 
Country's markets 
Small (N=80) 
62 
[77.5] 
14 
[17.5] 
04 
[5.0] 
65 
[81.2] 
08 
[10.0] 
05 
[6.3] 
02 
[2.5] 
Medium 
(N=80) 
52 
[65.0] 
28 
[35.0] 
00 
[0.0] 
53 
[66.2] 
09 
[11.3] 
14 
[17.5] 
04 
[5.0] 
Total 
(N=160) 
114 
[71.2] 
42 
[26.3] 
04 
[2.5] 
118 
[73.7] 
17 
[10.6] 
19 
[11.9] 
06 
[3.8] 
Existing Position of Production Process 
One 
ISmall(N=.80) 
lMedium(N=80) 
Two Three 
Shifts per day 
8 9 
,» 
< # 
-P-" 
14 
. ^ 
if^ 
2 4 
^ ^ 
Purchase of Raw Material from 
I sma i l 
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5.2.2.2 Status of Existing Technology in Production Process 
The present study has collected information about different characteristics of the technology, 
namely, mechanization, organization and information system prevailing in the SME 
Industries. Thus collected information on existing technology in the surveyed SME Units is 
discussed in this section essentially to find the problems on this aspect. 
The analysis of the responses reveals that Flexible Manufacturing in main Processing is being 
used by 106 SME Industries out of the 160 surveyed SME Units, which accounts for 66.3 per 
cent. This view has been expressed by 55 Small Industries and 51 Medium Enterprises, 
which percentage-wise is 68.8 per cent and 63.8 per cent respectively. It shows that they are 
not using the specialized product oriented machines. The machines are flexible enough to suit 
their requirement irrespective of the time and quality. The SMEs can increase their 
production by using the specialized technological system in manufacturing/processing. The 
main processing for assembly type has been reported by 37 SMEs i.e. 14 Small Industries and 
23 Medium Enterprises and percentage-wise, accounting for 17.4 per cent and 28.7 per cent 
respectively. It means that these entrepreneurs are also using the assembled i.e. local 
machines for production. These are outdated and their production is far less that too of 
inferior quality. 
Table 5.2.2: Status of Existing Technology in Main Processing 
Main processing 
Assembly type (Specialised) 
Flexible Mfg.(Non-Specialised) 
Any other 
Total 
Small 
14 
[17.4] 
55 
[68.8] 
11 
[13.8] 
80 
[100.0] 
Medium 
23 
[28.7] 
51 
[63.8] 
06 
[7.5] 
80 
[100.0] 
Total 
37 
[23.1] 
106 
[66.3] 
17 
[10.6] 
160 
[100.0] 
Note - Figures in parenthesis are the percentages 
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5.2.2.3 Present Status of Machines 
It has been observed that 31 SMEs Units i.e. 19.4 per cent are still operating manually. It 
includes 19 Small Units and 12 Medium Enterprises, which percentage-wise comes to 23.7 
and 15.0 respectively. Further, we have observed from the surveyed units that the total 107 
SMEs Units, out of the 160 Units are still using the Semi-Automatic machines, accounting for 
66.9 per cent. It includes 51 Small Units (63.8%) and 56 Medium Enterprises (70%). As 
exhibited in the table, only 10 Small Units and 12 Medium Enterprises are using automatic 
machines, percentage-wise 12.5 per cent Small Units and 15.0 per cent Medium Enterprises. 
It shows that more than 86 per cent SMEs are still working as manually or on semi-automatic 
machines. This is a very big problem. They will have to upgrade their technology. How can 
they compete at international level with this type of infrastructure in their factories? There is 
no significant difference as for as units in Small Enterprises and Medium Enterprises are 
concerned. 
This view has also been expressed by Chan and Tang (1995), in their study. It is commonly 
reported that quality and consistency of the manufacturing performance of SMEs can be 
improved as a consequence of the use of the most appropriate technology tools without any 
major changes in business practices, manufacturing operations or production facilities. 
Table: 5.2.3 Types of Machines 
Machines in use 
Automatic 
Semi-automatic 
Manual 
Small 
(N=80) 
10 
[12.5] 
51 
[63.8] 
19 
[23.7] 
Medium 
(N=80) 
12 
[15.01 
56 
[70.0] 
12 
[15.0] 
Total 
(N=160) 
22 
[13.7] 
107 
[66.9] 
31 
[19.4] 
Chi-square 
3.13480 NS 
.70534 NS 
1.96049 NS 
NS - Not Significant 
Note - Figures in parenthesis are the percentages 
Present Status of Machines 
56 
ISmall (N=80) 
I Medium (N=80) 
Automatic Semi-automatic 
Machines in use 
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5.2.2.4. Present Status of Technology in Material Handling 
The technology being used by SMEs Industries in material handling is also outdated. 
Responses about the status of existing technology in material handling are given in table 
5.2.4. The analysis indicates that 61 Small Units and 38 Medium Enterprises are still 
handling the material manually and percentage-wise it comes to 76.2 and 47.5 respectively. 
The system of handling material is mechanized in 19 Small Units and 42 Medium Enterprises, 
which percentage-wise is 23.8 and 52.5 respectively. Out of the 160 units surveyed for this 
study, there are 99 total units, which are handling material manually and 61 mechanised units, 
which percentage-wise is 61.9 and 38.1 respectively. The Chi Square has been calculated for 
Small and Medium Enterprises i.e. 14.01557, which is significant at 0.01 level. This is a very 
big problem. The output of production is far less and very expensive in manual system. The 
Indian SMEs will have to change their technology in Material Handling to increase their 
production and reduce the cost. 
Table: 5.2.4. Present Status of Technology in Material Handling 
Material handling 
Manual 
Machanised 
Total 
Small 
61 
[76.2] 
19 
[23.8] 
80 
[100.0] 
Medium 
38 
[47.5] 
42 
[52.5] 
80 
[100.0] 
Total 
99 
[61.9] 
61 
[38.1] 
160 
[100.0] 
Chi-square = 14.01557, Significant at 0.01 level. 
Note - Figures in parenthesis are the percentages 
Present Status of Technology in Material Handting 
i Small 
• Medium 
Manual Machanised 
Mater ia l hand t i ng 
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This view has also been expressed by Chadha Vikram, 1995, in his study on technology in 
SMEs. The technology being used by SME Industries is outdated. The use of outdated 
technology by SSI Units is the critical obstacle in the way of growth and moderanisation of 
the small industries. Small Industries can be modernized by improving productivity, 
enhancing quality, reducing cost and restructuring product mix through upgradation of 
technology and enlarging the skill of the workers. 
5.2.2.5. Status of Existing Communication Mode 
This is a multi-facial question and the analysis of responses is depicted in table 5.2.5. As 
regards information technology in the surveyed SME Units, Phone as mode of 
communication is being used by 73 units each in Small and Medium Enterprises, which is 
more than 91 per cent and not significant. 40 Small Units and 56 Medium Units are using E-
Mail as the mode of communication, which is 50 per cent and 65 per cent respectively. It is 
significant at 0.05 level. The remaining SMEs are still using the traditional ways of 
communication. It reveals that the card mode of communication is being used at present by 
06 Small units and 08 by Medium Enterprises. Percentage wise, it comes to 7.5 and 10.0 
respectively, which is not significant at 0.01 level. It has been observed that the Messenger-
verbal or paper mode of communication is being used by 05 Small units and 02 Medium 
Units and percentage-wise it comes to 6.3 and 2.5 respectively, which is significant at 0.01 
level. It has been reported that I Small Unit and 2 Medium Units are using some other mode 
of communication, which is not significant. 
Today is a world of Information Technology. We cannot think of any activity without the use 
of latest technology. But our SMEs Industries are still using the old communication methods, 
which is a big hindrance in the growth of this sector. Several studies Lai, 2004, Hodgkinson 
and McPhee, 2002) have found that users of advanced E-Business technology perform better 
in the export market than non-users. 
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Table 5.2.5: Status of Existing Communication Mode 
Communication mode 
Card 
Messenger-Verbal or 
Paper 
Phone 
Fax 
E-mail 
Any other 
Small 
(N=80) 
06 
[7.5] 
05 
6.3] 
73 
[91.3] 
40 
[50.0] 
40 
[50.0] 
01 
[1.3] 
Medium 
(N=80) 
08 
[10.0] 
02 
[2.5] 
73 
[91.3] 
56 
[70.0] 
52 
[65.0] 
02 
[2.5] 
Total 
(N=160) 
14 
[8.8] 
07 
[4.4] 
146 
[91.3] 
96 
[60.0] 
92 
[57.5] 
03 
[1.9] 
Chi-square 
.31311 NS 
1.34454 NS 
.00000 NS 
6.66667** 
3.68286 * 
.33970 NS 
* - Significant at 0.05 level. 
** - Significant at 0.01 level. 
NS- Not Significant 
Note - Figures in parenthesis are the percentages 
m n 
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40 -
30 -
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5.2.2.6. Status of Existing System of Storing and Processing Information 
Responses about the status of existing system of storing and processing information are given 
in the undemoted table. It reveals that 24 Small Units and 6 Medium Enterprises are 
processing and storing the information manually, it comes to 30 per cent and 7.5 per cent. 
Further, it has been observed that 56 Small Units and 74 Medium Enterprises are having 
computerizes system for processing and storing the information in their units, which 
percentage-wise comes to 70 and 92.5 respectively. Chi-Square has been calculated as 
13.29231, which is significant at 0.01 level. The Small and Medium Enterprises in India are 
still using the outdated system of storing and processing the information, which is a big 
problem and hindrance in the development of this sector in India. 
Table: 5.2.6. Status of Existing System of Storing and Processing Information 
Processing & storing of information 
Manually 
Computerized 
Total 
Small 
24 
[30.0] 
56 
[70.0] 
80 
[100.0] 
Medium 
06 
[7.5] 
74 
[92.5] 
80 
[100.0] 
Total 
30 
[18.8] 
130 
[81.3] 
160 
[100.0] 
Chi-square 13.29231, Significant at 0.01 level 
Note - Figures in parenthesis are the percentages 
Status of Existing System of Storing and Processing 
Information 
80 
70 
60 
50 ^ 
40 
30 
20 
10 
0 
U Small 
• Medium 
Manually Computerized 
Processing & storing of information 
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5.2.2.7: Position of Collection of Market Information 
We have gathered the information on R & D in the sample units, which are exhibited in table 
5.7.12. it reveals that 51 SMEs (31.9%), out of the 160 SMEs covered in this study 
accounting for 38 Small Industries (47.5%) and 13 Medium Enterprises (16.3%) have no set-
up of collecting information from the markets. But the remaining 42 Small Industrial Units 
i.e. 52.5 per cent and 67 Medium Enterprises i.e. 83.8 per cent have a system of collecting the 
market information. Chi-square has been obtained for Small and Medium Industries i.e. 
17.98885, which is significant at 0.01 level. 
Most of the Indian SMEs have no set up for Research and Development, which is a big 
hindrance in the development of this sector. The liberal fiscal and monetary incentive should 
be given to the SMEs so that they can carry out Research & Development particularly in 
technology incentive industry (Chadha Vikram 1995). 
Table : 5.2.7 : Position of Collection of Market Information 
Collect 
Yes 
No 
Total 
Small 
42 
[52.5] 
38 
[47.5] 
80 
[100.0] 
Medium 
67 
[83.8] 
13 
[16.2] 
80 
[100.0] 
Total 
109 
[68.1] 
51 
[31.9] 
160 
[100.0] 
Chi-square 17.98885, Significant 0.01 level. 
Note ~ Figures in parenthesis are the percentages 
Position of Collection of Market Information 
120 
100 
80 J 
60 ^ 
I 
40 
20 
0 
67 Yes 
No 
13 
Small Medium 
Collect 
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5.2.2.8 Frequency of Collection of Market Information 
The frequency of collecting market information has been depicted in the undemoted table. It 
reveals that 26 (25%) SMEs, accounting for 15 Small Industries and 11 Medium Industries, 
out of the 160 sample units are collecting market information as once in a month. Further, 48 
SMEs i.e. 46.2 per cent have conveyed that they are collecting market information as once in 
a quarter, which accounts for 15 Small Industries (37.5 %) and 33 Medium Industries 
(51.6%). Once in 6 months have been conveyed by 18 SMEs i.e. 31.2 per cent, out of which 
4 are Small Industries and 14 Medium Industries. The remaining 17 SMEs i.e. 16.3 per cent 
have expressed that they are collecting market information once in a year. This view has been 
expressed by 8 Small Industries and 9 Medium Industries. This indicates the apathetic state of 
SMEs as far as the collection of market information or the R & D is concerned. Chi-Square 
has been obtained for Small & Medium Enterprises i.e. 8.57307, which is significant at 0.05 
level. 
Table: 5.2.7.1: Frequency of Collection of Market Information 
Period of Collection 
Once in a month 
Once in a quarter 
Once in 6 months 
Once in a year 
Total 
Small 
15 
[37.5] 
15 
[37.5] 
04 
[10.0] 
08 
[20.0] 
42 
[100.0] 
Medium 
11 
[17.1] 
33 
[51.6] 
14 
[21.2] 
09 
[14.1] 
67 
[100.0] 
Total 
26 
[23.9] 
48 
[44.0] 
18 
[16.5] 
17 
[15.5] 
109 
[100.0] 
Chi-square 8.57307, Significant at 0.05 level. 
Note - Figures in parenthesis are the percentages 
Frequency of Collection of Market Information 
m Smaii 
• Medium 
.'> 
T^ 
cr 
Period of Collection 
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5.2.2.9. Collections/Payments problem of SME Units 
The Indian SMEs are facing the problem of collections. The buyers are not prompt in making 
payments on due dates. The undemoted table exhibits the collection/payments problem for 
SME Units. Out of the 160 surveyed, 81 SME Units (50.6%) accounting for 41 (51.2%) Small 
Industries and 40 (50%) Medium Enterprises have conveyed that they are facing the 
payment/collection problem. The remaining 79 SME Industries (49.4%) feel that there is no 
problem of payment/collection of dues in their SME Units. This accounts for 39 in Small 
Industrial segment (48.8%) and 40 (50%) in Medium Industrial segment. The Chi-square has 
been obtained i.e.0.2500, which is not significant. 
Table 5.2.8. Collections/Payments problem of SME Units 
Collection Problem 
Yes 
No 
Total 
Small 
41 
[51.2] 
39 
[48.8] 
80 
[100.0] 
Medium 
40 
[50.0] 
40 
[50.0] 
80 
[100.0] 
Total 
81 
[50.6] 
79 
[49.4] 
160 
[100.0] 
Chi-square 0.02500, Not Significant 
Note - Figures in parenthesis are the percentages 
Collections/Payments problem of SME Units 
41.5 -
41 
40.5 -
40 -
39.5 -
39 -
38.5 -
38 -
41 
^^^H 
^^m 
e Small 
• Medium 
Yes No 
Collection Problem 
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5.2.2.10. Present Position of Bad Debts 
Table 5.7.4 depicts the position of bad debts. It shows the percentage of credit sales which 
proves difficult for recovery. The analysis of responses shows that 134 SMEs, out of the 160 
surveyed Units i.e.83.8 per cent have expressed that <5% of their credit sales turn into Bad 
Debts. This accounts for 68 Small Industries and 66 Medium Enterprises. The percent-wise 
it comes to 85 for Small Industries and 82.4 for Medium Enterprises. Further, 8 Small 
Industrial Units (10%) and 11 Medium Entrepreneurs (13.8%) have informed that <10% of 
their credit sales turns bad debts. The remaining 4 Small Industries (5%) and 3 Medium 
Industries (3.8%) said that 10 to 15% of their credit sales converts into bad debts. 
Table 5.2.8.1: Present Position of Bad Debts 
% of Sales 
<5% of Sales 
<10% of Sales 
10tol5%ofSales 
Total 
Small 
68 
[85.0] 
08 
[10.0] 
04 
[5.0] 
80 
[100.0] 
Medium 
66 
[82.4] 
11 
[13.8] 
03 
[3.8] 
80 
[100.0] 
Total 
134 
[83.8] 
19 
[11.8] 
07 
[4.4] 
160 
[100.0] 
Note - Figures in parenthesis are the percentages 
Present Positron of Bad Debts 
<5 % Of 
Sales 
<10%of 
Sales 
10to15% 
of Sales 
% of Sales 
@ Small 
•Medium 
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5.2.2.11. Present Position of Distribution Channels 
The present position of distribution channels has been depicted in table 5.2.9. This is a multi-
response question and the analysis reveals that total 81 Industries (50.6%), out of the 160 
surveyed units have expressed that they are selling their products directly to the customers. 
This has been conveyed by 43 Small Industries (53.8%) and 38 Medium Industries (47.5%). 
This has been conveyed by 43 Small Industries (53.8%)) and 38 Medium Industries (47.5%)). 
These SMEs are working on the traditional methods of selling. It is not possible to contact all 
the customers if the network is large. They should switch over to proper distribution channels 
to increase their base. The wholesale business is being done by 67 Industries (41.9%)), out of 
this 30 accounts for Small Industries (37.5%)) and 37 Medium Industries (46.3%)). 25 
Industries (15.6%)) are selling their products through retail distribution channel, accounting 
for 11 Small industries (13.7%) and 14 Medium Industries (17.5%)). The remaining 9 
Industries (5.6%)) have expressed that they are using some other distribution channel for 
selling their products. This accounts for 1 Small Industry (1.3%)) and 8 Medium Industries 
(10%)) The Indian SMEs are still using the traditional methods for selling their products, 
which is a big hindrance in the growth and development of their products. 
Table 5.2.9. Present Position of Distribution Channels 
Distribution Channel 
Retail 
Wholesale 
Direct to customers 
Any others 
Small 
(N=80) 
11 
[13.7] 
30 
[37.5] 
43 
[53.8] 
01 
[1.3] 
Medium 
(N-80) 
14 
[17.5] 
37 
[46.3] 
38 
[47.5] 
08 
[10.0] 
Total 
(N=160) 
25 
[15.5] 
67 
[41.9] 
81 
[50.6] 
09 
[5.6] 
Chi-square 
.42667 NS 
1.25823 NS 
.625 IONS 
4.23841* 
Note - * Significance at 0.05 level 
NS - Not Significant 
Figures in parenthesis are the percentages 
P r e s e n t P o s i t i o n o f D i s t r i b u t i o n C h a n n e l s 
so 
- *5 
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2 5 -
2 0 
1 5 
1 0 
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dm 
..••1^... 
.^ 
l S m a l l ( N = 8 0 > 
• M e d i u m { N = 8 0 ) 
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D i s t r i b L t t i o n C l - i a n n e l 
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5.2.2.12. Existing Brand-Name of the SME Units 
As far as the product market is concerned, the analysis of the responses reveals that 101 
SMEs i.e. 63.1 per cent accounting for 55 Small Industries (68.8%) and 46 Medium 
Enterprises (57.5%) are not having their brand name. Only 36.9 per cent i.e. 59 SMEs out of 
160 SMEs covered in this study accounting for 25 Small Industries (31.2%) and 34 Medium 
Enterprises (42.5%) are having their brand names. Table 5.7.6 exhibits the information about 
the brand name of SME Units. Chi-square has been calculated i.e. 2.17486, which is not 
significant for Small and Medium Enterprises. 
From the above figures, we may observe that Indian SMEs are producing and selling their 
products without any brand name. This is a very big problem and hindrance in the 
development of this sector in India. They are selling their products in the local markets 
without any brand name. How they will enter, compete or survive at International level in the 
post WTO era. 
Table 5.2.10: Existing Brand-Name of the SME Units 
Brand 
Yes 
No 
Total 
Small 
25 
[31.2] 
55 
[68.8] 
80 
[100.0] 
Medium 
34 
[42.5] 
46 
[57.5] 
80 
[100.0] 
Total 
59 
[36.9] 
101 
[63.1] 
160 
[100.0] 
Chi-square 2.17486, Not Significant. 
Note - Figures in parenthesis are the percentages 
60 -
50 -
40 -
30 -
20 -
10 -
O H 
Existing Brand-Name of the SME Units 
55 
34 
-J 46 
3 4^,,^^|||||||g|g| 
Yes No 
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5.2.2.13 : Position of Demand Constrain in the post WTO era. 
The responses on demand constrained in the post WTO era for SME Industries have been 
shown in the undemoted table. It reveals that 46.9 per cent i.e. 75 SMEs out of 160 surveyed 
units have confirmed that there is a demand constrained for their products in the post WTO 
era. This view has been shared by 35 SMEs in Small Scale Sector (43.7%) and 40 SMEs 
(50%) in Medium segment. The rest 85 SMEs (53.1%) i.e. 45 SMEs (56.3%) in Small and 40 
SMEs (50%) in medium segment have conveyed that there is no demand constrained in the 
post WTO era. Chi-square has been calculated as 0.62745, which is not significant. 
Table 5.2.11 : Position of Demand Constrain in the post WTO era. 
Demand Constrained 
Yes 
No 
Total 
Small 
35 
[43.7] 
45 
[56.3] 
80 
[100.0] 
Medium 
40 
[50.0] 
40 
[50.0] 
80 
[100.0] 
Total 
75 
[46.9] 
85 
[53.1] 
160 
[100.0] 
Chi-square 0.62745, Not Significant 
Note - Figures in parenthesis are the percentages 
Position of Demand Constrain in the post WTO 
era. 
50 -
45 -
40 -
35 -
30 ^ 
25 -
20 -
15 -
10 -
5 -
0 -
35 
L9HI @ Small 
• Medium 
Yes No 
Demand Constrained 
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5.2.2.14 : Problem in Availability of Funds from Commercial Banks/FIs. 
Responses about the experiences of Small and Medium Entrepreneurs in getting the funds 
easily from Financial Institutions have been depicted in the table below. It reveals that as high 
as 70 per cent of the surveyed Small Industries and 50 per cent of the Medium Size Industries 
had faced difficulties in availing the funds from Financial Institutions. This view has been 
expressed by 56 out of 80 surveyed Small Industries and 40 out of 80 surveyed Medium size 
Industries. The remaining 24 Small Industries (30%) and 40 Medium Industries (50%) have 
informed that they had not faced any serious problem in availing credit from these 
institutions. Chi-square has been calculated for Small and Medium Enterprises i.e. 6.66667, 
which is significant at 0.01 level. 
Funds are very important for survival and growth of this Sector. SMEs are generally is short 
of funds and they require hands from Commercial Banks and Financial Institutions. But they 
face lot of problem in availing loans from these institutions. The Government should ensure 
timely and hassle free loans for this sector. 
Because of limited capital resources, entrepreneurs need finance and credit to run their 
business smoothly. Credit Guarantee Corporation and Commercial Banks provided these 
services. But the procedure of sanctioning loans was cumbersome and inflexible which 
discourage small entrepreneurs to go for financial assistance from these institutions. 
(Yalawar, Y.B. 1974). The Small Scale Unit be provided with modem technology on 
subsidised rates so as to enable them to compete with other industries. (Atri Anjana 2003). 
Table 5.2.12 : Easy - Availability of Funds from FIs. 
Availability of funds 
Yes 
No 
Total 
Small 
24 
[30.0] 
56 
[70.0] 
80 
[100.0] 
Medium 
40 
[50.0] 
40 
[50.0] 
80 
[100.0] 
Total 
64 
[40.0] 
96 
[60.0] 
160 
[100.0] 
Chi-square 6.66667, significant at 0.01 level. 
Note - Figures in parenthesis are the percentages 
Easy - Availability of Funds from FIs. 
56 
Q Small 
• Medium 
Yes No 
Availability of funds 
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5.2.2.15 : Availability of Govt. Assistance/help 
We have also gathered the views of sample units on this aspect and the same are exhibited in 
the undemoted table. A large number of sample units (90.6%) i.e. 145 out of the total 160 
SMEs have informed that they are not availing any Govt, help or assistance. The segment 
wise it comes to 96.3 per cent (77 Small Industries) and 85 per cent (68 Medium Industries). 
Only 3 Small Industries (3.7%) and 12 Medium Industries (15%) have admitted that they are 
availing some help/assistance from Govt. Chi-square has been calculated as 5.95862, which 
is significant at 0.05 level. 
Government policies have played a facilitative role in countries like Japan, South Korea and 
Taiwan (Wang et. Al, 1995) but in India, poor infrastructure, red tape and various 
Government policies are still considered as main barriers for the expansion and growth of the 
study. Though, the Government has been providing continuous help to this sector through 
different policies but most of the SMEs are either not aware of these policies or not able to 
avail the benefits due to bad practices in the system. 
Table: 5.2.2.16 : Availability of Govt. Assistance / help. 
Available 
Yes 
No 
Total 
Chi-square 5.95862, S 
Small 
03 
[3.7] 
77 
[96.3] 
80 
[100.0] 
iignificant at 0.05 leve 
Medium 
12 
[15.0] 
68 
[85.0] 
80 
[100.0] 
Total 
15 
[9.4] 
145 
[90.6] 
160 
[100.0] 
Note - Figures in parenthesis are the percentages 
Availabil ity of Govt. Assistance / help 
90 
SO 
70 
60 
SO 
40 -
30 
20 
10 
O 
7 7 
1 2 
6 8 
OSmal l 
• Me<dium 
N o 
A v a i l a b l e 
The small Industries are not competitive. The main barriers to be competitive for SMEs are 
inadequate technologies as well as inadequate in-house human expertise and poor financial 
resources (Armstrong and Coyle, 1990). 
5.2.3 : Deployment of Available Funds by SME Industries 
The second objective of the study was to find out the pattern of deployment of borrowed 
funds by the Indian Small and Medium Enterprises. For this purpose, we have conducted an 
in-depth survey of SME Industries and experienced bankers through a well structured 
questionnaire and detailed interview. We have observed as under:-
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5.2.3.1. Requirement of Finance for deployment Fixed Capital 
The Small and Medium Enterprises require funds for deployment in Fixed Assets. Fixed 
Assets forms the base of any industrial unit, which requires huge investment. It is not 
possible for SMEs to arrange funds from their own sources. They require financial support 
from Commercial Banks and Financial Institutions for the same. Table 5.3.1 exhibits the 
responses on requirement of the finance from outside sources. The analysis reveals that as 
high as 79.4% i.e.l27 SME Industrial Units out of total 160 Units covered in this study has 
conveyed that they required finance from outside sources for deployment in Fixed Assets. 
Out of this 58 were Small Units (72.5%) and 69 Medium Units (86.3%). 67 industrial Units 
(52.7%) have expressed that the funds required for Fixed Capital is <Rs.25 Lacs. It accounts 
for 37 Small Industries (63.7%) and 30 Medium Industries (63.4%). The requirement of 
<Rs. 50 Lacs funds for Fixed Capital has been conveyed by 34 SMEs (26.8%), i.e. 16 Small 
Industries (27.5%). 16 surveyed units (12.6%) have conveyed that they require <Rs.I.OO 
Crore for fixed capital, accounting for 1 Small Industry (1.7%) and 15 Medium Industries 
(21.7%). The remaining 10 SMEs (7.9%) have expressed that they require >Rs. 1.00 Crore 
for Fixed Capital from outside sources. This view has been conveyed by 4 Small Industries 
(6.9%) and 6 Medium Industries (8.8%). Chi-square has been calculated as 12.69401, which 
is significant at 0.05 level. 
Table : 5.3.1. Requirement of Finance for Fixed Capital 
% of Total Funds 
1 < Rs.25 Lacs 
2 <Rs.50Lacs 
3 <Rs. 1.00 Crore 
4 >Rs. 1.00 Crore 
Total 
Small 
37 
[63.7] 
16 
[27.5] 
01 
[1.7] 
04 
[6.9] 
58 
[100.0] 
Medium 
30 
[63.4] 
18 
[26.1] 
15 
[21.7] 
06 
[8.8] 
69 
[100.0] 
Total 
67 
[52.7] 
34 
[26.8] 
16 
[12.6] 
10 
[7.9] 
127 
[100.0] 
Chi-square 12.69401, Significant at 0.05 level. 
Note - Figures in parenthesis are the percentages 
Requirement of Finance for Fixed Capital f rom 
Outside Sources 
15 
A 
m Small 
• Medium 
o p 
<N % of TotaM^unds 
CO 
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A 
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5.2.3.2. Requirement of Finance for deployment in Plant & Machinery 
The Small and Medium Enterprises need funds for investment in Plant and Machinery. The 
plants and machinery of latest technology require huge investments. The commercial Banks 
and Financial Institutions should provide financial support on easy terms and conditions to 
SMEs. Table 5.5.3 exhibits the responses on requirement of the finance from outside sources. 
The analysis reveals that as high as 79.4 per cent i.e.l27 SME Industrial Units out of total 160 
Units covered in this study has conveyed that they required finance from outside sources. Out 
of this 58 were Small Units (72.5%) and 69 Medium Units (86.3%). The analysis of the 
responses shows that the total 68 SMEs surveyed units (53.6%) need < Rs.25 Lacs for Plant 
& Machinery, i.e. 43 Small Industries (74.1%) and 25 Medium Industries (36.3%). More 
than Rs. 50 Lacs requirement has been conveyed by 35 surveyed SME Units (27.6%), i.e. 11 
Small Industries (19.0%) and 24 Medium Industries (34.8%). II SMEs (8.7%), accounting 
for 4 Small Industries (6.9%) and 7 Medium Industries (10.1%) have expressed the need for < 
Rs.1.00 Crore for Plant & Machinery. The remaining 13 Medium Industrial Units (10.2%) 
have conveyed that they require >Rs.l .00 Crore for Plant & Machinery from outside sources. 
The Chi-square has been obtained as 23.70735, which is significant at 0.01 level. 
Table : 5.3,2. Requirement of Finance for Plant & Machinery 
Chi-squ 
% of total funds 
1 < Rs. 25 Lacs 
2 <Rs. 50Lacs 
3 <Rs. 1.00 Crore 
4 >Rs. 1.00 Crore 
Total 
are 23.70735, Significant at 0.01 leve 
Small 
43 
[74.1] 
11 
[19.0] 
04 
[6.9] 
00 
[0.0] 
58 
[100.0] 
Medium 
25 
[36.3] 
24 
[34.8] 
07 
[10.1] 
13 
[18.8] 
69 
[100.0] 
Total 
68 
[53.5] 
35 
[27.6] 
11 
[8.7] 
13 
[10.2] 
127 
[100.0] 
Note - Figures in parenthesis are the percentages 
Requirement of Finance for Plant & Machinery 
from Outside Sources 
J 
ra Small 
• Medium 
2 < 3 < 4 > 
Rs.50 Rs. Rs. 
Lacs 1.00 1.00 
Crore Crore 
% of total funds 
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5.2.3.3. Requirement of Finance for deployment in Working Capital 
The Small and Medium Enterprises require funds for deployment in Working Capital also. 
The undemoted table exhibits the responses on requirement of the finance from outside 
sources. The analysis reveals that as high as 79.4 per cent i.e. 127 SME Industrial Units out of 
total 160 Units covered in this study has conveyed that they required finance from outside 
sources. Out of this 58 were Small Units (72.5%) and 69 Medium Units (86.3%). 53 
surveyed SME Units (41.7%) have conveyed that they required > Rs. 10.00 Lacs for working 
capital from outside sources, accounting for 33 Small Industries (56.9%) and 20 Medium 
Industries (29.0%)). More than Rs.20.00 lacs have been conveyed by 31 surveyed SME Units, 
i.e. 16 Small Industries (27.6%)) and 15 Medium Industries (21.7%). Working Capital for 
more than Rs. 50.00 Lacs has been required by 20 SMEs (15.7%), i.e. 5 Small Industries 
(8.6%) and 15 Medium Industries (21.7%). The remaining 23 SMEs (18.1%), comprising of 
4 Small Industries (6.9%) and 19 Medium Industries (27.6%) required funds for more than 
Rs. 1.00 Crore. 
Table: 5.3.3. Requirement of Finance for Working Capital 
% of total fund 
1 >Rs. 10.00 Lacs 
2 > Rs.20.00 Lacs 
3 > Rs.50.00 Lacs 
4 >Rs. 1.00 Crore 
Total 
Small 
33 
[56.9] 
16 
[27.6] 
05 
[8.6] 
04 
[6.9] 
58 
[100.0] 
Medium 
20 
[29.0] 
15 
[21.7] 
15 
[21.7] 
19 
[27.6] 
69 
[100.0] 
Total 
53 
[41.7] 
31 
[24.4] 
20 
[15.7] 
23 
[18.2] 
127 
[100.0] 
Note: Chi Square could not be calculated as the expected frequency in two cells was less than 5. 
- Figures in parenthesis are the percentages 
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5.2.4. Requirement of Funds by SME Industries 
The third objective of the study was to find out the requirement of funds by the SMEs 
Industries in the post WTO era. The analysis of the responses reveals that there is a huge 
demand from the SMEs Sector due to the undemoted reasons:-
5.2.4.1. ChangeAJpgradation of technology in the post WTO era 
We have also obtained the views of entrepreneurs of sample units on change/upgradation of 
technology in the post WTO era, which are given in the undemoted table. The analysis shows 
that 112 SMEs Units, out of the 160 surveyed SMEs accounting for as high as 70 per cent are 
of the opinion that there is a need for change/upgradation of their existing technology for 
competing in the international markets. This view has been expressed by 48 Small 
Entrepreneurs (60%) and 64 Medium Entrepreneurs (80%). The remaining 32 Small 
Industries (40%) and 16 Medium Industries (20%) have not changed/upgraded their 
technology in the post WTO Era. The Chi-Square has been calculated as 7.61905, which is 
significant at 0.01 level. 
Table: 5.2.4.l.Change/Upgradation of technology in the post WTO era 
Change/upgradation in technology 
Yes 
No 
Total 
Small 
48 
[60.0] 
32 
[40.0] 
80 
[100.0] 
Medium 
64 
[80.0] 
16 
[20.0] 
80 
[100.0] 
Total 
112 
[70.0] 
48 
[30.0] 
160 
[100.0] 
Chi-square 7.61905, Significant at 0.01 level. 
Note - Figures in parenthesis are the percentages 
70 -
fciU -
50 -
40 -
30 -
20 -
10 -
n -
48 
j^""^^] 
. ^ M 
Change/upgradation of technology in the post 
WTO era 
64 
Q Small 
• Medium 
Yes No 
Change/upgradation in technology 
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(Vinas et at, 2001) has also concluded in his study that there is an urgent need to upgrade the 
technology of the SME Industries to enable them to compete at international level. Global 
competitive strategies are increasingly becoming technology driven in the context of 
extremely dynamic and turbulent environments. Technology operates on competitiveness in 
two ways. First, by altering the price structure through the development of more efficient and 
flexible processes and second by enabling the creation of better products of greater quality, 
better design, after sales service and short delivery periods 
5.2.4.2. Requirement of Funds from Fls in the post WTO era. 
There is a huge demand for finance in the post WTO era. Table 5.4.2. shows the responses 
about the requirement of funds from Financial Institutions. The analysis indicates that as high 
as 79.4 per cent of the surveyed SME Units have conveyed that they need funds from 
Financial Institutions for up-gradation of their technology. This view has been expressed by 
118 SMEs, out of the 160 surveyed SMEs Units, accounting for 58 Small Industries (72.5%) 
and 69 Medium size Industries (86.2%). There is no significant difference for Small and 
Medium Industries. 
Table: 5.4.2. Requirement of Funds from Fls in the post WTO era. 
Funds requirement 
Yes 
No 
Total 
Small 
58 
[72.5] 
22 
[27.5] 
80 
[100.0] 
Medium 
69 
[86.2] 
11 
[13.8] 
80 
[100.0] 
Total 
127 
[79.4] 
33 
[20.6] 
160 
[100.0] 
Chi-square .00000, Not Significant 
Note ~ Figures in parenthesis are the percentages 
Requirement of Funds from Fls in the post WTO era. 
21 21 
Yes No 
Funds requirement 
O Small 
• Medium 
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5.2,4.3. Change in Production Schedule after Change in Technology 
The Small and Medium Enterprises need to change the production schedule in this new 
scenario. Table 5.4.3 depicts the responses received regarding the change in production 
schedule after changing the technology. It shows that 55 each from the Small Industries 
segment and Medium size industries segment are of the opinion that there will be change in 
production schedule after the change of technology. The percentage-wise it accounts for 68.7 
percent each for both the segments. The remaining 25 Industries in each segment accounting 
for 31.3 per cent have not changed their production schedule after the change in technology. 
Chi-square has been calculated for Small and Medium Enterprises, which is not significant. 
Table 5.4.3 Change in Production Schedule after the Change in Technology 
Change in Production schedule 
Yes 
No 
Total 
Small 
55 
[68.7] 
25 
[31.3] 
80 
[100.0] 
Medium 
55 
[68.7] 
25 
[31.3] 
80 
[100.0] 
Total 
110 
[68.7] 
50 
[31.3] 
160 
[100.0] 
Chi-square .00000, Not Significant 
Note - Figures in parenthesis are the percentages 
Change in Production Schedule after the Change in 
Technology 
25 25 
Yes 
Change in Production schedule 
m Small 
• Medium 
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5.2.4.4. Change in Work-allocation after the change in technology 
The Indian SMEs need to change the system of work allocation after the change/upgradation 
of the technology at their plant. Table 5.4.4 depicts the responses on change in work 
allocation after the change in technology in their industrial units. The analysis reveals that 50 
Small Industrial Units (62.5%) and 43 Medium size industrial units (53.7%) out of the 80 
units each in both the segments felt that there will be change in work allocation after the 
change in technology. The remaining 30 Small Industries (37.5%) and 37 Medium Industries 
(46.3%) have not changed work allocation after the change in technology. Chi-square has 
been calculated as 1.25823, which is not significant. 
Table : 5.4.4. Change in Work-allocation after the change in technology 
Change in Work-allocation 
Yes 
No 
Total 
Small 
50 
[62.5] 
30 
[37.5] 
80 
[100.0] 
Medium 
43 
[53.7] 
37 
[46.3] 
80 
[100.0] 
Total 
93 
[58.1] 
67 
[41.9] 
160 
[100.0] 
Chi-square 1.25823, Not Significant 
Note - Figures in parenthesis are the percentages 
Change in Work-allocation after the change in technology 
60 -. 
50 -
40 -
30 -
20 -
10 -
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5.2.4.5 Change in Material-Inventories after the change in technology 
The Small and Medium Enterprises in India will have to change the existing system of 
material-inventories after the change/upgradation of the technology. The analysis of 
responses received on change in material-inventories after the change in technology has been 
shown in the table below. It reveals that 57 Small Industrial Units (71.2%) and 56 in Medium 
size industrial units(70%), out of the 80 units each in both the segments felt that there will be 
change in material-inventories after the change in technology. The remaining 23 Small 
Industries (28.8%) and 24 Medium Industries (30%) have not changed their material-
inventories after the change in technology. The Chi-square was calculated as 0.03013, which 
is not significant. 
Table : 5.4.5 Change in Material-Inventories after the Change in Technology 
Change in Material-
Inventories 
Yes 
No 
Total 
Small 
57 
[71.2] 
23 
[28.8] 
80 
[100.0] 
Medium 
56 
[70.0] 
24 
[30.0] 
80 
[100.0] 
Total 
113 
[70.6] 
47 
[29.4] 
160 
[100.0] 
Chi-square 0.03013, Not Significant 
Note - Figures in parenthesis are the percentages 
60 -
50 -
40 
30 -
20 -
10 -
0 -
Change in Material-Inventories after the Change in 
Technology 
57 56 
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5.2.4.6. Change in Communication within the Plant 
The system of communication will also have to be changed after the upgradation of the 
technology, it is commonly reported that quality and consistency of the manufacturing 
performance of SMEs can be improved as a consequence of the use of the most appropriate 
information technology tools without any major changes in business practices, manufacturing 
operations or production facilities (Chan and Tang, 1995). 
Survey data also indicate the requirement of change in the technology. It reveals that 34 in 
the Small Industrial segment and 39 in the Medium Enterprise segment felt there will be some 
change in the mode of communication within the plant. The percentage-wise figures are 42.5 
per cent in Small Industry segment and 48.7 per cent in Medium size segment. The remaining 
46 Small Industries (57.5%) and 41 Medium Industries (51.3%) feel that there is no need to 
change in communication system at their Plants level. The Chi-square has been calculated as 
0.62982, which is not significant. 
Table: 5.4.6 Change in Communication within the Plant 
Change in 
Communication 
Yes 
No 
Total 
Small 
34 
[42.5] 
46 
[57.5] 
80 
[100.0] 
Medium 
39 
[48.7] 
41 
[51.3] 
80 
[100.0] 
Total 
73 
[45.6] 
87 
[54.4] 
160 
[100.0] 
Chi-square 0.62982, Not Significant 
Note - Figures in parenthesis are the percentages 
Change in Communication Within the Plant 
Yes No 
Change in Communication 
m Small 
• Medium 
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5.2.4.7. Change in Communication with Suppliers 
The responses on change in communication mode with suppliers have been depicted in the 
table 5.4.7. The analysis shows that 38 Small Industries and 36 Medium Size Industries felt 
that there will be change in the existing communication mode with suppliers after the change 
of technology. The percentage-wise, it accounts for 47.5 per cent in Small segment and 45 
per cent in Medium segment. The remaining 42 Small Industries (52.5%) and 44 Medium 
Industries (55%) have conveyed that there is no change in communications with suppliers in 
their organisations. The Chi-square has been calculated as 0.10057, which is not significant. 
Table 5.4.7. Change in Communication with Suppliers 
Change in 
Communication 
Yes 
No 
Total 
Small 
38 
[47.5] 
42 
[52.5] 
80 
[100.0] 
Medium 
36 
[45.0] 
44 
[55.0] 
80 
[100.0] 
Total 
74 
[46.2] 
86 
[53.8] 
160 
[100.0] 
Chi-square 0.10057, Not Significant 
Note - Figures in parenthesis are the percentages 
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5.2.4.8. Change in Communication with Customers 
The responses on change in communication mode with customers have been depicted in the 
table 5.4.8. The analysis shows that 40 Small Industries and 46 Medium Size Industries felt 
that there will be change in the existing communication mode with customers after the change 
of technology. The percentage-wise, it accounts for 50 in Small segment and 57.5 in Medium 
segment. The remaining 40 Small Industries (50%) and 34 Medium Industries (42.5%) have 
conveyed that there is no change in communication mode with customers. The Chi-square has 
been calculated as 0.90509, which is not significant 
Table 5.4.8. Change in Communication with Customers 
Change in 
Communication 
Yes 
No 
Total 
Small 
40 
[50.0] 
40 
[50.0] 
80 
[100.0] 
Medium 
46 
[57.5] 
34 
[42.5] 
80 
[100.0] 
Total 
86 
[53.8] 
74 
[46.3] 
160 
[100.0] 
Chi-square 0.90509, Not Significant 
Note ~ Figures in parenthesis are the percentages 
Change in Communication with Customers 
m SmaH 
• Medium 
Yes No 
Change in Communication 
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5.2.4.9 Change in Work-allocation at Plant level Organisation 
Table 5.4.9 shows the responses regarding change in woric allocation at plant level 
organization. 83 SME Units out of 160 SMEs covered in this study i.e. 51.9 per cent have felt 
the need of change in work allocation. This view has been expressed by 42 Small industries 
(52.5%) and 41 Medium Industries (51.3%). The remaining 77 SMEs (48.1%) accounting for 
38 Small Industries (47.5%) and 39 Medium Industries (48.8%) have conveyed that there is 
no need to change the work allocation at their plants. 
Table 5.4.9. Change in Work-allocation at Plant level Organisation 
Change in Work-
allocation 
Yes 
No 
Total 
Small 
42 
[52.5] 
38 
[47.5] 
80 
[100.0] 
Medium 
41 
[51.3] 
39 
[48.8] 
80 
[100.0] 
Total 
83 
[51.9] 
77 
[48.1] 
160 
[100.0] 
Chi-square .02504, Not Significant 
Note - Figures in parenthesis are the percentages 
Change in Work-allocation at Plant level Organisation 
39 
38 
Yes No 
Change in Work-allocation 
BSmall 
•Medium 
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5.2.4.10 Frequency of change in Work-allocation at Plant level Organisation 
The responses on change in frequency in worlc allocation at plant level have been depicted in 
the table 5.4.10. The analysis shows that 42 Small industries and 41 Medium Size Industries 
felt that there will be change in the existing work allocation at plant level, after the change of 
technology. The frequency of the change has been analysed as 2.5% for Small Industries and 
9.7% for Medium Industries on monthly basis, 88.0% for Small Industries and 70.8% for 
Medium Enterprises on half yearly basis and 9.5% for Small and 19.5% for Medium 
Enterprises on yearly basis. 
Table 5.4.10 Frequency of change in Work-allocation at Plant level Organisation 
Change in Work-
allocation 
Monthly 
Half Yearly 
Yearly 
Total 
Small 
01 
[2.5] 
37 
[88.0] 
04 
[9.5] 
42 
[100.0] 
Medium 
04 
[9.7.0] 
29 
[70.8] 
08 
[19.5] 
41 
[100.0] 
Total 
05 
[6.0] 
66 
[80.0] 
12 
[14.0] 
83 
[100.0] 
Note: Chi Square could not be calculated as the expected frequency in two cells was less than 5. 
- Figures in parenthesis are the percentages 
40 
35 
30 
25 
20 
15 
10 
5 
0 
Frequency of change in Work-allocation at Plant level 
Organisation 
Monthly 
4 j M | 
HalfYearly Yearly 
Change in Work-allocation 
m Small 
• Medium 
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5.2.4.11. Change in Work-allocation at Plant level Organisation after 1991 
The responses on change in work allocation at plant level organisation after 1991 have been 
depicted in table 5.4.11. The analysis shows that 52 Small Industries and 45 Medium Size 
Industries felt that there had been change in the existing work allocation after the change of 
technology in 1991. The percentage-wise, it accounts for 65 in Small segment and 56.2 in 
Medium segment. The remaining 28 Small Industries accounting for 35 per cent and 35 
Medium Industries accounting for 43.8 per cent have conveyed that there is no change in 
work allocation at their plant level units after 1991. The Chi-square has been calculated as 
1.28293, which is not significant. 
Table 5.4.11 Change in Work-allocation at Plant level after 1991 
Change in Work-
allocation 
Yes 
No 
Total 
Small 
52 
[65.0] 
28 
[35.0] 
80 
[100.0] 
Medium 
45 
[56.2] 
35 
[43.8] 
80 
[100.0] 
Total 
97 
[60.6] 
63 
[39.4] 
160 
[100.0] 
Chi-square 1.28293, Not Significant 
Note - Figures in parenthesis are the percentages 
60 -
50 -
40 -
30 -
20 -
10 -
U H 
Change In Work-allocation at Plant level Organisation after 
1991 
52 
M 45 
n ^ l 35 1 28j|||||H e Small •Medium 
Yes No 
Change in Work-allocation 
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5.2.4.12.Change in Work-allocation at Plant level Organisation after post WTO era. 
The responses on change in work-allocation at plant level after the post WTO era have been 
depicted in the undemoted table. The analysis shows that 56 Small Industries and 52 Medium 
Size Industries felt that there will be change in the existing work allocation at plant level after 
the change of technology. The percentage-wise, it accounts for 70 in Small segment and 65 in 
Medium segment. The remaining 24 Small Industries i.e. 30 per cent and 28 Medium 
Industries i.e. 35 per cent have informed that there is no change in work allocation in their 
plant level in the post WTO era. The Chi-square has been calculated as 0.45584, which is not 
significant. 
Table 5.4.12. Change in Work-allocation at Plant level Organisation after post WTO 
era. 
Change in Work-
allocation 
Yes 
No 
Total 
Small 
56 
[70.0] 
24 
[30.0] 
80 
[100.0] 
Medium 
52 
[65.0] 
28 
[35.0] 
80 
[100.0] 
Total 
108 
[67.5] 
52 
[32.5] 
160 
[100.0] 
Chi-square .45584, Not Significant. 
Note - Figures in parenthesis are the percentages 
60 -
50 -
40 -
30 -
20 -
10 -
0 -1 
. Change in Work-allocation at Plant level Organisation 
after post WTO era. 
56 
^ n 52 
H I ^ H 28 
-•^m 
@ Small 
•Medium 
f^l 
Yes No 
Change in Work-allocation 
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5.2.4.13. Reasons for Change/Upgradation of Technology 
The responses regarding reasons for change/upgradation of technology are given in the 
undemoted table. This is a multi-facial question and the analysis of responses reveals that 
first preference i.e. by 81 SMEs (50.6%) was given to improve the quality of their products by 
changing/upgrading their existing technology. The segment-wise it accounts for 37 (46.3%) in 
Small Industries and 44 (55%) in Medium Industries. The second reason for 
changing/upgrading their existing technology was given to "Reducing the cost of production" 
i.e. by 78 total units, in which 34 (42.5%) are in Small Industries and 36 (45%) in Medium 
industries. The third reason for changing the technology given by 70 SME Industries (43.8%) 
was to improve the production process, accounting for 34 Small Industries (42.5%) and 36 
Medium Industries (45%). For increasing the flexibility reason was preferred by 56 SME 
Industries, accounting for 22 (27.5%) in Small Industry segment and 34 (42.5%) in Medium 
Industry segment. Further, the product diversification option was given by 35 SME 
Industries, accounting for 16 (20%) in Small Industries and 19 (21.9%) by Medium 
Enterprises. The any other reason for changing/upgrading the existing technology was 
exercised by the remaining 8 SME Industries i.e. I in Small Industrial segment( 1.3%) and 7 by 
Medium Enterprise segment (8.8%). There is no significant difference for Small and Medium 
Enterprises. 
34 i i 
w 
<1> ± i 
o n 
.Ex 
00 
CO Q 
aSmall (N=80) • Medium {N=80} 
5 
c 
< 
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Table 5.4.13. Reasons for Change/Upgradation of Technology 
Reasons 
8I.A, To improve the Production process 
8I.B, To increase the flexibility 
81.C, To improve the Quality of the 
Product. 
81.D, To reduce the cost of 
production 
81.E, Product Diversification 
81.F, Any Other 
Small 
(N=80) 
34 
[42.5] 
22 
[27.5] 
37 
[46.3] 
34 
[42.5] 
16 
[20.0] 
01 
[1.3] 
Medium 
(N=80) 
36 
[45.0] 
34 
[42.5] 
44 
[55.0] 
44 
[55.0] 
19 
[23.8] 
07 
[8.8] 
Total 
(N=160) 
70 
[43.8] 
56 
[35.0] 
81 
[50.6] 
78 
[48.8] 
35 
[21.9] 
08 
[5.0] 
Chi-
square 
.10159 
NS 
3.95604* 
1.22519 
NS 
2.50156 
NS 
.32914 
NS 
3.28947 
NS 
Note * - Significant at 0.05 level 
NS - Not Significant 
- Figures in parenthesis are the percentages 
5.2.4.14. Requirement of Training/Qualification of staff after the Up-gradation of 
technology 
We have studies this aspect also and the responses of the sample units are exhibited in the 
undemoted table. It shows that total 98Smes out of the 160 SMEs sample units (61.3%) feel 
that additional training and qualified staff will be required to manage the show after the 
upgradation of the technology. It accounts for 44 (55%) in Small Industrial segment and 54 
(67.5%) in Medium Industrial segment. The remaining 36 Small Industries (45%) and 26 
Medium Industries (32.5%) felt that there is no need of training/additional qualification of 
staff after the upgradation of the technology. The Chi-square is calculated as 2.63331, which 
is not significant. 
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Table 5.4.14. Requirement of Training/Qualification of staff after the Up-gradation of 
technology 
Requirement 
Yes 
No 
Total 
Small 
44 
[55.0] 
36 
[45.0] 
80 
[100.0] 
Medium 
54 
[67.5] 
26 
[32.5] 
80 
[100.0] 
Total 
98 
[61.2] 
62 
[38.8] 
160 
[100.0] 
Chi-square 2.63331, Not Significant 
Note - Figures in parenthesis are the percentages 
Requirement of Training/Qualification of staff after the Up-
gradation of technology 
Yes No 
Requirement 
BSmall 
• Medium 
A study made by Oyelaran-Oyeyinka (2004) has also observed that internal training 
opportunities greatly contribute to improving the performance of the employees. 
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5.2.4.15 Requirement of additional Managers/Staff after the Up-gradation of 
Technology 
The SME Industries will have to deploy additional Manager/Staff after the upgradation of the 
technology for which they will require additional funds. Table 5.4.15 depicts the responses 
regarding requirement of additional Managers/ staff after the upgradation of the technology. 
The analysis of the responses shows that total 94 SME Units (58.8%) feel that additional 
training and qualified staff will be required to manage the show after the upgradation of the 
technology. It accounts for 42 (52.5%) in Small Industrial segment and 52 (65%) in Medium 
Industrial segment. The remaining 66 SME Units i.e. 41.3 per cent feel that there is no need 
of additional staff after the upgradation of the technology. It accounts for 38 Small Industries 
(47.5%) and 28 Medium Industries (35%). The Chi-square is calculated as 2.57898, which is 
not significant. 
Table 5.4.15. Requirement of additional Managers/Staff after the Up-gradation of 
Technology 
Requirement of 
additional staff 
Yes 
No 
Total 
Small 
42 
[52.5] 
38 
[47.5] 
80 
[100.0] 
Medium 
52 
[65.0] 
28 
[35.0] 
80 
[100.0] 
Total 
94 
[58.7] 
66 
[41.3] 
160 
[100.0] 
Chi-square 2.57898, Not Significant 
Note - Figures in parenthesis are the percentages 
Requirement of additional Managers/Staff after the Up-
gradation of Technology 
60 -
50 -
40 -
30 -
20 -
10 -
52 
42 H 
m^H 
'^ -1 
Q Small 
•Medium 
_bf ^^^m 
^ ^^H 
Yes No 
Requirement of additional staff 
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5.2.4.16. Technical/Professional Qualification of additional Staff 
Table 5.4.16 depicts the responses on qualification of additional staff required after the 
change of technology. It reveals that the SMEs will have to deploy highly qualified staff to 
handle the new technology. As high as 70 per cent of the respondents i.e. 128 SMEs out of 
160 surveyed for this study have conveyed that they will require professionals having 
MBA/CA/CS/ICWA degrees. This view has been expressed by 68 Small Industries (85.1%) 
and 60 Medium Industries (75%). The requirement of the professionals with B.E/B.Tech 
degrees has been expressed by 18.8 per cent of the surveyed SME Units accounting for 10 
Small Industries (12.4%) and 20 Medium Industries (25%). 
Table S.4.16. Technical/Professional Qualification of additional Staff 
Qualification of staff 
B.E/B.Tech. 
MBA/CA/CS/ICWA 
General 
Total 
Small 
10 
[12.4] 
68 
[85.1] 
02 
[2.5] 
80 
[100.0] 
Medium 
20 
[25.0] 
60 
[75.0] 
00 
[0.0] 
80 
[100.0] 
Total 
30 
[18.8] 
128 
[70.0] 
02 
[1.3] 
160 
[100.0] 
80 
70 
60 
60 
40 
30 
20 
10 
0 
Technical/Professional Qualification of additional Staff 
20 
10 
^ 
mSmall 
• Medium 
2 0 
Qualification of staff 
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5.2.4.17. Status & level of Existing Surplus Staff after the Change of Technology 
The responses regarding the level of surplus staff after switching over to the new technology 
have been depicted in the undemoted table, it shows that total 42 SME Industries out of 160 
surveyed units have felt that there will be surplus staff after the adoption of the new 
technology. Out of this 16 has conveyed that the surplus staff will be in the Middle level i.e. 
38.1 per cent, 6 for Small Industries (46.1%) and 10 for Medium Industries (34.6%). 17 SME 
Industries accounting for 40.5 per cent have expressed that the staff will be surplus at lower 
level. This view has been conveyed by 6 Small Industries (46.2%) and 11 Medium Industries 
(37.9%). 
Table : 5.4.17. Status & level of Existing Surplus Staff after the Change of Technology 
Level of Surplus Staff 
Middle level 
Lower level 
Supervisory level 
Workers 
No response 
Total 
Small 
06 
[46.1] 
06 
[46.2] 
01 
[7.7] 
00 
[0.0] 
00 
[0.0] 
13 
[100.0] 
Medium 
10 
[34.6] 
11 
[37.9] 
03 
[10.03] 
03 
[10.03] 
02 
[6.9] 
29 
[100.0] 
Total 
16 
[38.1] 
17 
[40.5] 
04 
[9.5] 
03 
[7.1] 
02 
[4.8] 
42 
[100.0] 
Status & level of Existing Surplus Staff after the Change of 
Technology 
t 
°^ 
Level of Surplus Staff 
2 
y 
<-° 
P Small 
•Medium 
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5.2.4.18. Financial - Planning for Retirement of the Existing Surplus Staff 
The Small and Medium Enterprises will have to make the financial planning for retiring the 
existing surplus staff. The undemoted table depicts the responses on planning for retirement 
of the existing surplus staff. The analysis shows that total 103 (64.4%) Units out of the 160 
units surveyed for the present study feel that there is a need for financial planning for retiring 
the existing surplus staff Out of these 103 units 52 (65%) are in Small Industrial segment 
and 51 (63.7%) are in Medium Enterprises segment. Whereas, the remaining 57 SME 
Industries (35.6%) feel that there is no need for any financial planning for retiring the existing 
surplus staff. Out of these 28 are in Small Industries (35%) and 29 in Medium Industries 
(36.3%). The Chi-square has been obtained i.e.0.2725, which is not significant and there is no 
significant difference for Small and Medium Enterprises. 
Table 5.4.18. Financial - Planning for Retirement of the Existing Surplus Staff 
Retirement Plan 
Yes 
No 
Total 
Small 
52 
[65.0] 
28 
[35.0] 
80 
[100.0] 
Medium 
51 
[63.7] 
29 
[36.3] 
80 
[100.0] 
Total 
103 
[64.4] 
57 
[35.6] 
160 
[100.0] 
Chi-square .02725, Not Significant. 
Note - Figures in parenthesis are the percentages. 
60 -
50 -
40 • 
30 • 
20 • 
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Financial - Planning for Retirement of the Existing Surplus 
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5.2.4. J 9 Requirement of Finance from Outside Sources 
Table 5.4.19 exhibits the responses on requirement of the finance from outside sources. The 
analysis reveals that as high as 79.4% i.e. 127 SME Industrial Units out of total 160 Units 
covered in this study has conveyed that they require finance from outside sources. Out of this 
58 were Small Units (72.5%) and 69 Medium Units (86.2%). The remaining 33 SMEs i.e. 
20.6 per cent have conveyed that they do not require fiinds from outside sources. This view 
has been shared by 22 Small Industries and 11 Medium Industries. Chi-square was calculated 
as 4.61942, which is significant at 0.05 level. 
From the above analysis of the SME Industries, it is very clear that they will require funds 
from Commercial Banks/ Financial Institutions in the post WTO regime not only for their 
growth but for survival itself. The Commercial Bank and Financial Institutions should provide 
financial support to this sector on easy terms. 
Table : 5.4.19 Requirement of Finance from outside sources 
Funds required 
Yes 
No 
Total 
Small 
58 
[72.5] 
22 
[27.5] 
80 
[100.0] 
Medium 
69 
[86.2] 
11 
[13.8] 
80 
[100.0] 
Total 
127 
[79.4] 
33 
[20.6] 
160 
[100.0] 
Chi-square 4.61942, Significant at 0.05 level. 
Note - Figures in parenthesis are the percentages 
Requirement of Finance from outside sources 
@ Smalt 
• Medium 
Yes No 
Funds required 
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5.2.4.20. Position of Overall Sources of Finance 
The overall position of the sources of finance available with the SME Industries is depicted 
below. Table 5.4.20 shows the sources of finance for SME Industries. This is a multiple-
response question and the analysis shows that majority of the surveyed SME units i.e. 120 
SMEs, out of 160 SMEs covered in this study (75%) were availing financial support from 
Commercial Banks. This view has been shared by 57 Small Units (71.3%) and 63 (78.8%) 
Medium Units. The other 4 Small Industries (5%) and 7 Medium Industries (8.8%) were 
availing financial support from Financial Institutions and 3 Medium industries (3.8%) from 
Development Banks. It means 140 SMEs i.e. more than 83 per cent are availing funds from 
Commercial Banks, Development Banks and Financial Institutions. The other source of 
finance for SME Industries (34%) was from personal sources i.e. 30 Small Industries (37.5%) 
and 25 Medium Enterprises (31.3%). Support from relatives as source of finance (9.4%)) was 
conveyed by 10 Small Industries (12.5%) and 5 Medium Industries (6.3%). Friends, as 
source of finance was 6.9% for total SME Industries, i.e. 8 Small Industries (10%) and 3 
Medium Industries (3.8%). The mix of all the above sources was conveyed by 3 Small 
Industries (3.8%) and 5 Medium Industries (5%). There is no significant difference for Small 
and Medium Industries. 
Table 5.4.20 Position of Overall Sources of Finance 
Sources of Finance 
Financial institutions 
Development banks 
Commercial banks 
Personal 
Relatives 
Friends 
Mix of all the above 
Small 
(N=80) 
04 
[5.0] 
00 
[0.0] 
57 
[71.3] 
30 
[37.5] 
10 
[12.5] 
08 
[10.0] 
03 
[3.8] 
Medium 
(N=80) 
07 
[8.8] 
03 
[3.8] 
63 
[78.8] 
25 
[31.3] 
05 
[6.3] 
03 
[3.8] 
05 
[6.3] 
Total 
(]\=160) 
11 
[6.9] 
03 
[1.9] 
120 
[75.0] 
55 
[34.4] 
15 
[9.4] 
11 
[6.9] 
08 
[5.0] 
Chi-square 
.87858 NS 
1.35881 NS 
1.20000 NS 
.69264 NS 
1.83908 NS 
2.44051 NS 
.13158 NS 
Note : NS- Not Significant. 
- Figures in parenthesis are the percentages 
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5.2.4.21. Position of Equity- Participation by other Firms 
The position of equity participation by other firms has been depicted in table 5.4.21. The 
analysis of the responses reveal that the majority of the surveyed SME Units i.e. 150 SMES 
(93.4%) are having no equity participation with some other firms. It accounts for 77 Medium 
Industries (96%) and 73 Medium Industries (90.8%). The remaining 10 surveyed SMEs only 
(6.6.%) are having equity participation with other firms i.e. 3 Small Industries (4%) and 7 
Medium Industries (9.2%). The Small and Medium Enterprises at international level are 
enjoying the facility of equity participation by other firms. This is an additional source of 
finance for them. But in India this source of finance is not yet been explored by the Indian 
SME Industries. 
Table : 5.4.21. Position of Equity- Participation by other Firms 
Equity Participation 
Yes 
No 
Total 
Small 
03 
[4.0] 
77 
[96.0] 
80 
[100.0] 
Medium 
07 
[9.2] 
73 
[90.8] 
80 
[100.0] 
Total 
10 
[6.6] 
150 
[93.4] 
160 
[100.0] 
Note - Figures in parenthesis are the percentages 
90 
80 
70 
60 -
50 -
40 
30 
20 
10 
0 
Position of Equity- Participation by other Firms 
Yes No 
Equity Participation 
@ Small 
• Medium 
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5.2.4.22. Status of Equity participating Firms 
Table 5.4.22 depicts the status of equity participating firms. It reveals the majority of the 
SME Units i.e. 151, out of 160 surveyed (94.4%) are independent units as they are not having 
any equity tie-ups with any Indian or Foreign firms. Out of this 76 are Small Industries 
(95%) and 75 are Medium Industries (93.7%). Only 4 Small Industry (5%) and 4 Medium 
Industries (5%) are having equity participation with Indian Firms and just 1 Medium Industry 
(1.3%) is having equity participation with a foreign firm. 
Table : 5.4.22. Status of Equity Participating Firms 
Status 
Indian films 
Foreign films 
No participation 
Total 
Small 
04 
[5.0] 
00 
[0.0] 
76 
[95.0] 
80 
[100.0] 
Medium 
04 
[5.0] 
01 
[1.3] 
75 
[93.7] 
80 
[100.0] 
Total 
08 
[5.0] 
01 
[0.6] 
151 
[94.4] 
160 
[100.0] 
Note - Figures in parenthesis are the percentages 
80 1 
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Status of Equity Participating Firms 
7675 
4 4 0 1 
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5.2.5. Analysis of Govt. Policies for SME Sector in India 
The fourth objective of the study was to analyse the Govt. Policies for the development and 
survival of SME Industries in India. In developing countries like India, SMEs Sector has been 
working under protected environment till few years back. But, now with the liberalization of 
economic policies and introduction of WTO norms, the scenario has changed drastically. The 
SMEs will have to learn to stand at their own feet. Policy decisions by the Government in 
favor of Small Industries from time to time are also responsible for the revolutionary change 
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in the pattern. Financial Institutions provided timely guidance and assistance to these units 
instead of simply watching these activities (Chaudhary, R.P. 1980). 
We have also obtained the views of SME Industrialists and the experienced Bankers/Govt. 
Officials/Policy makers for SME Industries through a questionnaire and interview. The 
findings of the study are depicted below :-
5.2.5.1. Govt. Policies for Protection of SME Sector. 
Since independence, Indian SMEs have been working under the protected environment. The 
Governments have been framing the industrial policies to protect and provide them the 
privileged status. Table 5.6.4 depicts the responses on protection of SME Sector through 
Govt. Policies. The analysis shows that 50 Small Industries (62.5%) and 59 Medium 
Industries (73.7%) have expressed that the Govt, is protecting the SMEs Sector through their 
policies. But the remaining 30 Small Industries (37.5%) and 21 Medium Industries (26.3%) 
felt that the Govt, is not protecting the SME Sector through their policies. The Chi-square 
2.33135 shows that there is no significant difference for Small and Medium Enterprises. 
Table : 5.5.1. Govt. Policies for Protection of SME Sector. 
Protecting 
Yes 
No 
Total 
Small 
50 
[62.5] 
30 
[37.5] 
80 
[100.0] 
Medium 
59 
[73.7] 
21 
[26.3] 
80 
[100.0] 
Total 
109 
[68.1] 
51 
[31.9] 
160 
[100.0] 
Chi-square 2.33135, Not Significant. 
Note - Figures in parenthesis are the percentages 
Govt. Policies for Protection of SME Sector. 
Yes No 
Protect ing 
I Small 
• Medium 
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5.2.5.2. Availability of Govt. Assistance in Marlieting of tlie Products 
The Government is supposed to help the SMEs Industries in marketing of their products. But 
in this new environment of liberalization and WTO regime, the Government has a very little 
role to play. The undemoted table indicates the existing position on availability of Govt, 
assistance in marketing of the products by the SME Industries in India. 
We have obtained the views of sample units on this aspect, which are depicted below. It 
reveals that as high as 94.4% of the entrepreneurs i.e. 151 SMEs, out of the 160 surveyed 
SMEs have conveyed that they are not availing any Govt, assistance in marketing of their 
products. This view has been expressed by 75 Small Industries (93.8%) and 76 Medium 
Enterprises (95%)) The remaining 5 Small Industries (6.2%)) in Small Industrial Sector and 4 
Medium Industries (5%) have confirmed that they are availing some Govt, assistance in 
marketing of their products. There is no significant difference for small and medium 
enterprises segment. 
Table : 5.5.2. Availability of Govt. Assistance in Marketing of the Products 
Availability 
Yes 
No 
Total 
Small 
05 
[6.2] 
75 
[93.8] 
80 
[100.0] 
Medium 
04 
[5.0] 
76 
[95.0] 
80 
[100.0] 
Total 
09 
[5.6] 
151 
[94.4] 
160 
[100.0] 
Chi-square .00000, Not Significant 
Note - Figures in parenthesis are the percentages 
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5.2.5.3. R^ulation of SME Industries through Govt. Policies. 
Though the policies of the Government are framed to help/protect this sector, but some 
entrepreneurs feel that the Government is regulating them through these policies. The 
responses regarding the existing position of Govt, policies for SME Sector have been 
exhibited in the table depicted below. It reveals that 93 SMEs i.e. 58.1 per cent of the 
surveyed SMEs have expressed that the Govt, is still regulating the SME Sector through their 
policies. This view has been shared by 53 Small Industries ( 66.2%) and 40 Medium 
Industries (50%). The rest 67 SMEs (41.9%) accounting for 27 Small Industries (33.8%) and 
40 Medium Industries (50%) have expressed that the Govt, is not regulating the SMEs Sector 
through policies. The Chi-square has been obtained as 4.33959, which is significant at 0.05 
level. 
Table : 5.6.3. Regulation of SME Industries through Govt. Policies. 
Regulating 
Yes 
No 
Total 
Small 
53 
[66.2] 
27 
[33.8] 
80 
[100.0] 
Medium 
40 
[50.0] 
40 
[50.0] 
80 
[100.0] 
Total 
93 
[58.1] 
67 
[41.9] 
160 
[100.0] 
Chi-square 4.33959, Significant at 0.05 level. 
Note - Figures in parenthesis are the percentages 
60 -
50 -
40 -
30 -
20 -
10 -
0 H 
. Regulation of SME Industries through Govt. 
Policies 
53 
H 4 O 40 
H I id 
H|^H i^^^B 
m Small 
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5.2.5.4. Usefulness of Govt. Policies for SMEs Sector. 
Table 5.5.4 depicts the responses regarding the usefulness of Govt, policies for SME Sector. 
The analysis of the responses shows that more than 80 per cent of the SMEs covered in this 
study have expressed that the Govt, policies are very useful for the growth and survival of 
SME Sector in India. This view has been .shared by 58 Small Industries (72.5%) and 71 
Medium Industries (88.8%). The other 22 Small Industries (27.5%) and 9 Medium Industries 
(11.2%) have felt that the present Govt, policies are not very useful for SME Industries. The 
Chi-square has been calculated as 6.76169, which is significant at 0.05 level. 
Table: 5.5.4. Usefulness of Govt. Policies for SMEs Sector. 
Use fullness of 
Govt. Policies 
Yes 
No 
Total 
Small 
58 
[72.5] 
22 
[27.5] 
80 
[100.0] 
Medium 
71 
[88.8] 
09 
[11.2] 
80 
[100.0] 
Total 
129 
[80.6] 
31 
[19.4] 
160 
[100.0] 
Chi-square 6.76169, Significant at 0.05 level. 
Note - Figures in parenthesis are the percentages 
Usefulness of Govt. Policies for SMEs Sector. 
22 
Q Small 
• Medium 
Yes No 
Govt. Policies Useful 
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5.2.5.5. Linkage of Interest Rates through Govt. Policies 
The SMEs entrepreneurs expect the Government to regulate the interest system through 
legislation. Table 5.5.5 depicts the responses regarding the linkage of the interest rates for 
SME Industries. The majority of the respondents as high as 75 per cent i.e. 120 SMEs have 
expressed that it should be linked with Credit Rating System. This opinion has been 
expressed by 57 in Small Industrial segment which is 71.3 per cent and 63 in Medium 
Industrial segment accounting for 78.8 per cent. The remaining 40 SMEs i.e. 25% of the 160 
surveyed SMEs, accounting for 23 Small Units (28.7%) and 17 Medium Units (21.2%) have 
expressed that the interest rates should be linked to PLRs. The Chi-square has been calculated 
as 1.20000, which is not significant for Small and Medium Industries. 
Table : 5.5.5 : Linkage of Interest Rates 
Linkage with 
PLR 
Credit rating system 
Total 
Small 
23 
[28.7] 
57 
[71.3] 
80 
[100.0] 
Medium 
17 
[21.2] 
63 
[78.8] 
80 
[100.0] 
Total 
40 
[25.0] 
120 
[75.0] 
160 
[100.0] 
Chi-square 1.20000, Not Significant 
Note - Figures in parenthesis are the percentages 
70 -
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50 -
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5.2.5.6. : Govt. Policies on Collateral Security for loans to SME Sector 
The SMEs Entrepreneurs expect that the Govt, should regulate the system of collateral 
security through legislation. The responses regarding abolishing of collateral security for 
loans to SME Sector have been exhibited in this table. The analysis of responses shows that 
as high as 93.8 per cent have expressed that the present system of loans against collateral 
security should be abolished. The above industry-wise bifurcation accounts for 74 in Small 
industry segment (92.5%) and 76 in Medium Industrial segment (95%). The remaining 6 
Small Industries (15%) and 4 Medium Industries (5%o) have expressed that the present 
system of collateral security should not be discounted. The Chi-square has been calculated as 
0.42667, which is not significant. 
Table : 5.5.6 : Govt. Policies on Collateral Security for loans to SME Sector 
Abolition 
Yes 
No 
Total 
Small 
74 
[92.5] 
06 
[7.5] 
80 
[lOO.O] 
Medium 
76 
[95.0] 
04 
[5.0] 
80 
[100.0] 
Total 
150 
[93.8] 
10 
[6.3] 
160 
[100.0] 
Chi-square 0.42667, Not Significant 
Note - Figures in parenthesis are the percentages 
Position of Collateral Security for loans to SME 
Sector 
74 76 
U Small 
• Medium 
Yes 
6 4 
M l 
No 
Abolition 
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5.2.5.7 : Position of Govt. Policies of other Countries on SME Sector 
Table 5.5.7 exhibits the comparison of our country's SMEs policies with other countries. The 
analysis shows that as high as 91.9 per cent of total surveyed SME units have expressed that 
the policies of other countries are better than our country's policies on SME Sector. This 
opinion has been expressed by 72 Small Industries which is 90 per cent and by 75 Medium 
Industries, which is 93.8 per cent of the surveyed units. The remaining 8 Small Industries 
(10%) and 5 Medium Industries (6.2%) have expressed that the policies of other countries on 
SME Sector are not better than our country. The Chi-square has been calculated as 0.75353, 
which is not significant for Small and Medium Enterprises. 
Table : 5.5,7. Position of Govt. Policies of other Countries on SME Sector 
Better than our 
country's policies 
Yes 
No 
Total 
Small 
72 
[90.0] 
08 
[10.0] 
80 
[100.0] 
Medium 
75 
[93.8] 
05 
[6.2] 
80 
[100.0] 
Total 
147 
[91.9] 
13 
[8.1] 
160 
[100.0] 
Chi-square 0.75353, Not Significant 
Note - Figures in parenthesis are the percentages 
80 
70 
60 
50 
40 
30 
20 
10 
0 
Position of Govt. Policies of other Countries on 
SME Sector 
8 
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5.2.5.8. Requirement of Change in Govt. Policies 
Table 5.5.8 depicts the responses on requirement of cFiange in Govt. Policies. The analysis 
reveals that more than 75 per cent of the SMEs covered in this study have expressed that there 
is a need for change in the Govt, policies in this new environment. This view has been 
expressed by 50 Small Industries (62.5%) and 71 Medium Industries (88.8%). But the 
remaining 30 SMEs (37.5%) Small Industries and 9 Medium Industries (11.2%) felt that there 
is no requirement of change in Govt, policies. Chi- square has been obtained as 14.95232 and 
there is no significant difference for Small and Medium Industries. 
Table : 5.5.8. Requirement of Change in Govt. Policies 
Change in Govt. 
Policies 
Yes 
No 
Total 
Small 
50 
[62.5] 
30 
[37.5] 
80 
[100.0] 
Medium 
71 
[88.8] 
09 
[11.2] 
80 
[100.0] 
Total 
121 
[75.6] 
39 
[24.4] 
160 
[100.0] 
Chi-square .14.95232, Not Significant 
Note - Figures in parenthesis are the percentages 
Requirement of Change in Govt. Policies 
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5.2.6. Challenges before Indian SMEs due to introduction of WTO Norms 
5.6.1. Market Profile-Exports position of the SME Units 
Table 5.6.1 exhibits the market profile/exports position of the SME Units. It shows that only 
42 out of the 160 surveyed SME Units (26.3%), accounting for 14 small industries (17.5%) 
and 28 medium industries (35%) are exporting units. The majority of the surveyed units i.e. 
118 (73.8%) are not exporting their products. Out of these, 66 are in Small Industrial segment 
(82.5%) and 52 are in Medium Enterprises segment (65%). It means these SME units will 
have to upgrade their technology and quality of the products to compete with the foreign 
products/markets for exporting their products. Chi-square has been calculated as 6.32768 for 
Small and Medium Enterprises, which is significant at 0.01 level. 
Table 5.6.1. Market Profile-Exports position of the SME Units 
Exporting Unit 
Yes 
No 
Total 
Small 
14 
[17.5] 
66 
[82.5] 
80 
[100.0] 
Medium 
28 
[35.0] 
52 
[65.0] 
80 
[100.0] 
Total 
42 
[26.3] 
118 
[73.8] 
160 
[100.0] 
Chi-square 6.32768, Significant at 0.01 level. 
Note - Figures in parenthesis are the percentages 
Market Profile-Exports position of the SME Units 
70 
60 
50 
40 
30 -
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0 
28 
14 
1 Small 
iMedium 
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Exporting Unit 
(Rai, H.L. Brahamanandan, G.N. 1981) in his market research report has also pointed out that 
Small Scale Industries instead of playing a prominent role in industrial structure had to face 
marketing problem. They were unaware of up-do-date market information and had no 
frequent contact with potential customers abroad.. After the introduction of WTO norms, 
Indian SMEs will have to compete with International firms. We have analysed the Export 
position of the SME Industries. 
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5.2.6.2. Existing status of Markets for SME Units 
Most of the Indian SMEs are marketing their products in domestic maricets only. Table 5.6.2 
exhibits the present status of markets for SME Industries. The responses are multiple and all 
the surveyed units have conveyed that they are supplying their products in local markets. At 
national level 34 Industries accounting for 21.3 per cent are selling their products. This has 
been conveyed by 15 Small Industries (18.8%) and 19 Medium Industries (23.8%). 
Table 5.6.2. Existing status of Markets for SME Units 
Status of Markets 
Local 
Regional 
National 
Small 
(N=80) 
80 
[100.0] 
00 
[0.0] 
15 
[18.8] 
Medium 
(N=80) 
80 
[100.0] 
01 
[1.3] 
19 
[23.8] 
Total 
(N=160) 
160 
[100.0] 
01 
[0.6] 
34 
[21.3] 
Note - Figures in parenthesis are the percentages 
80 80 
Local 
Existing status of MarKets for SIVE Units 
0 1 
15 19 
Regional National 
Status of Markets 
BSmall CN=80) 
•Medium (N=80) 
By:GSPopli 
124 
CREDIT FLOWS AND THEIR USES IN SMEs SECTOR IN INDIA IM THE POST WTO ERA 
5.2.6.3 Critical Position of Demand Constrain in the Post WTO era. 
The responses on the gravity of demand constrain in the post WTO era for SME Industries 
have been shown in table 5.6.3. The analyses shows that total 43 Industries (69.4%) have 
conveyed that the demand for their products in the post WTO eta is less constrained. This 
view has been expressed by 22 Small Scale Industries (81.5%) and 21 SMEs (60%) in 
Medium Scale segment. The remaining 19 SMEs (30.6%) have confirmed that there is a more 
demand constrained for their products in the post WTO era. This accounts for 5 Small 
Industries (18.5%) and 14 Medium Industries (40%). 
Table : 5.6.3 Position of Demand Constrain in the Post WTO era. 
Demand constrained 
1. Less constrained 
2. More constrained 
Total 
Small 
22 
[81.5] 
05 
[18.5] 
27 
[100.0] 
Medium 
21 
[60.0] 
14 
[40.0] 
35 
[100.0] 
Total 
43 
[69.4] 
19 
[30.6] 
62 
[100.0] 
Chi-square 3.30925, Not Significant. 
Note - Figures in parenthesis are the percentages 
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5.2.6.4 Existing Competition Level of the Marliets for SME Units 
Table 5.6.4 indicates tlie responses on the existing level of the markets for SME Units. The 
analysis of responses reveals that total 93 SMEs out of 160 surveyed SMEs i.e. 58.1 per cent 
have conveyed that today's markets are highly competitive. This view has been shared by 49 
SMEs (61.2%) in Small Sector and 44 SMEs (55%) in Medium Enterprises. Whereas the 
remaining 67 SMEs i.e. 41.9 per cent accounting for 31 SMEs (38.8%) in Small Industries 
and 36 SMEs (45%) in Medium Enterprises segment have found the markets less competitive. 
The Chi-square has been calculated as 0.64195, which is not significant for small and medium 
enterprises. The competition level is going to be increased in this new environment under 
WTO regime. The Indian SMEs will have to upgrade their technology, to improve the quality 
of their products and to fix the price at competitive rates to compete with the international 
players. 
Table : 5.6.4. Existing Competition Level of the Markets for SME Units 
Competition level 
1. Less Competitive 
2. High competitive 
Total 
Small 
31 
[38.8] 
49 
[61.2] 
80 
[100.0] 
Medium 
36 
[45.0] 
44 
[55.0] 
80 
[100.0] 
Total 
67 
[41.9] 
93 
[58.1] 
160 
[100.0] 
Chi-square -0.64195, Not Significant 
60 
50 
40 
30 
10 
0 
Existing Competition Level of the Markets for 
SME Units 
1.Less 
Competitive 
2. High 
connpetitive 
Competition level 
• Small 
I Medium 
By.GSPopli 126 
CREDIT FLOWS AND THEIR USES IN SMEs SECTOR IN INDIA IN THE POST WTO ERA 
5.2.6.5 : Demand Forecast in the Post WTO era 
Table 5.6.5 depicts the demand forecasting in tlie post WTO era. It shows that as high as 94.4 
per cent i.e. 151 SMEs have felt that there is an increase in the demand of their products in the 
post WTO era. This view has been shared by 74 Small Industries (92.5%) and 77 Medium 
Industries (96.3%). Only 6 Small Industries (7.5%) and 3 Medium Enterprises (3.7%) have 
conveyed that there is no increase in the demand of their products in the post WTO era. Chi 
square has been calculated as 0.47093, which is not significant for small and medium 
enterprises. 
Table 5.6.5 : Demand Forecast in the Post WTO era 
Increase in 
demand 
Yes 
No 
Total 
Small 
74 
[92.5] 
06 
[7.5] 
80 
[100.0] 
Medium 
77 
[96.3] 
03 
[3.7] 
80 
[100.0] 
Total 
151 
[94.4] 
09 
[5.6] 
160 
[100.0] 
Chi-square 0.47093, Not Significant 
Note - Figures in parenthesis are the percentages 
1 
Demand Forecast in the Post WTO era 
90 -j 
80 -
70 -
60 -
50 -
40 -
30 -J 
20 H 
10 -
n -
74 77 
o^^^^H 
^SB^^^^^B 
^H 
1 ' 1 T 1 
Yes No 
Increase in demand 
@ Small 
• Medium 
By.GSPopli 127 
CREDIT FLOWS AND THEIR USES IN SMEs SECTOR IIS INDIA IN THE POST WTO ERA 
5.2.6.6. Reasons for Competitive Markets in the Post WTO era. 
The reasons for competitive markets in the post WTO era have been depicted in table 5.6.6. 
This is a multiple response question and the respondents have given the reasons as : Entry of 
Multinational Companies in the post WTO regime, Availability of number of substitute/new 
products , customers are demanding in terms of quality/cost, Number of suppliers are 
increasing and capacities of existing suppliers are enhanced in order of merit. 
Table : 5.6.6. Reasons for Competitive Markets in the Post WTO era. 
Reasons 
1 Entry of Multinational Companies 
In the post WTO regime 
2 Customers are demanding in 
terms of quality/cost 
3 Number of Suppliers are 
increasing 
4 Capacities of existing suppliers are 
enhanced 
5 Number of substitutabie/new 
Products are increasing 
Small 
80 
52 
52 
49 
61 
Medium 
80 
57 
56 
56 
66 
Total 
160 
109 
108 
105 
127 
Rank 
1 
3 
4 
5 
2 
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5.2.6.7 : Expectancy of Market Expansion in the post WTO era. 
Table 5.6.7 shows the expectancy level of the SME Entrepreneurs regarding the market 
expansion in the post WTO era. The analysis of the responses reveals that 149 SMEs 
Entrepreneurs i.e. 93.1 per cent have expressed that the markets are expending in the post 
WTO era. This view has been shared by 71 Small Industries (88.8%) and 78 Medium size 
Industries (97.5%). The remaining 9 Small Industries (11.2%) and 2 Medium Industries 
(2.5%) have expressed that there is no market expansion for their products in the post WTO 
era. The Chi-square has been calculated as 4.78340, which is significant at 0.05 level. 
Table : 5.6,7 : Expectancy of Market Expansion in the post WTO era. 
Market expansion 
Yes 
No 
Total 
Small 
71 
[88.8] 
09 
[11.2] 
80 
[100.0] 
Medium 
78 
[97.5] 
02 
[2.5] 
80 
[100.0] 
Total 
149 
[93.1] 
11 
[6.9] 
160 
[100.0] 
Chi-square 4.78340, Significant at 0.05 level. 
Note - Figures in parenthesis are the percentages 
Expectancy of Market Expansion in the post WTO 
era. 
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5.2.6.8 : Forecasting of Credit Requirement in the Post WTO era 
The undemoted table exhibits the forecasting for increase in Credit Requirements in the post 
WTO era. The analysis of the responses shows that more than 73 per cent i.e.l 18 SMEs out 
of the 160 surveyed SME Industries have felt that there will be increase in the Credit 
requirement for their SME Units in the post WTO era. This view has been expressed by 58 
Small Industries (72.5%) and 60 Medium Industries (75%) Only 22 SMEs (27.5%) Small 
Industries and 20 Medium Industries (25%) have conveyed that they will not require funds in 
the post WTO era. The Chi-square has been calculated as 0.12914, which is not significant. 
Table : 5.6.8 Forecasting of Credit Requirement in the Post WTO era 
Increase in Credit 
Requirement 
Yes 
No 
Total 
Small 
58 
[72.5] 
22 
[27.5] 
80 
[100.0] 
Medium 
60 
[75.0] 
20 
[25.0] 
80 
[100.0] 
Total 
118 
[73.8] 
42 
[26.2] 
160 
[100.0] 
Chi-square 0.12914, Not Significant. 
Note - Figures in parenthesis are the percentages 
Forecast ing of Cred i t Requ i rement in t i i e pos t 
W T O era 
S8 60 
2 2 2 0 
la Small 
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5.2.6.9 : Requirement of Funds from Outside Sources in the Post WTO era. 
Table 5.6.9 exhibits the forecasting of Credit Requirements in the post WTO era. The 
analysis of the responses shows that more than 73 per cent of the SMEs covered in this study 
have expressed that there will be increase in the Credit requirement for their SME Units in the 
post WTO era. The requirement of funds at 10 per cent of Working Capital has been 
conveyed by 45 surveyed SME Units (33.6%), i.e. 20 Small Industries (36.9%) and 25 
Medium Industries (39.7%). 20 per cent of W.C has been expressed by 28 SMEs (25.5%), 
i.e. 13 Small Industries (25%) and 15 Medium Industries (25.9%). 20 SMEs (18.2%) have 
conveyed for 30 per cent of W.C. funds requirement accounting for 14 Small Industries 
(26.9%) and 6 Medium Industries (10.3%). The remaining 25 surveyed SME Units (22.7%) 
have expressed that they will require more than 50 per cent of their capital from outside 
sources in the post WTO era. The Chi-square has been calculated as 5.58138, which is not 
significant. 
Table 5.6.9. Requirement of Funds from Outside Sources in the Post WTO era. 
% of total requirement 
10% of Working Capital 
20% of Working Capital 
30% of Working Capital 
50% of Working Capital 
Total 
Small 
20 
[36.9] 
13 
[25.0] 
14 
[26.9] 
11 
[21.2] 
58 
[100.0] 
Medium 
25 
[39.7] 
15 
[25.9] 
06 
[10.3] 
14 
[24.1] 
60 
[100.0] 
Total 
45 
[33.6] 
28 
[25.5] 
20 
[18.2] 
25 
[22.7] 
118 
[100.0] 
Chi-square 5.58138, Not Significant 
Note - Figures in parenthesis are the percentages 
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5.2.6.10. Strategy Development for the SME Units in the Post WTO era 
The undemoted table shows the expectancy level of the SME Entrepreneurs regarding the 
market expansion in the post WTO era. The analysis of the responses reveals that total 149 
Industries (93.1%), out of 160 surveyed units feel that the markets are expending in the post 
WTO era. This view has been expressed by 71 Small Industries (88.8%) and 78 Medium size 
Industries (97.5%). The strategy for competition has been conveyed as : Improving the 
quality of products, Improving quality of machines, Cutting down cost, Improving delivery 
schedules and improving after sales service in order of merit. 
Table : 5.6.10. Strategy Development for the SME Units in the Post WTO era 
Strategy 
1 Cutting down cost 
2 Improvingquality of Machineries 
3 Improving the quality of the 
Products 
4 Improving delivery schedules 
5 Improving after sales service 
Small 
(N=71) 
26 
[36.6] 
32 
[45.1] 
51 
[71.8] 
22 
[31.0] 
06 
[8.5] 
Medium 
(N=78) 
35 
[44.9] 
42 
[53.8] 
65 
[83.3] 
24 
[30.8] 
11 
[14.1] 
Total 
(N=149) 
61 
[40.9] 
74 
[49.7] 
116 
[77.9] 
46 
[30.9] 
17 
[11.4] 
Chi-square 
1.04678 NS 
1.14502 NS 
2.85194 NS 
.00082 NS 
1.17462 NS 
Note - NS- Not Significant 
Figures in parenthesis are the percentages 
Strategy Development for the SME Units in the Post WTO era 
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5.3. Findings from the Interview/Questionnaire of Bankers/Officials 
We have obtained the opinion of the 25 experienced Bankers/Officials through a 
questionnaire and in-depth interview. The Banlcers chosen for the study represent Public 
Sector, Private Sector, Foreign Banks and Small Industries Development Bank of India and 
experienced officials from SMEs Sector and Ministry of Small Scale Industry Govt, of India 
and Delhi Govt. 
5.3.1 Profile of the Bankers/Officials Interviewed for this Study 
The profile of the Officers/officials has been exhibited in table 1 d. The analysis of the 
responses received from 25 experienced Bankers/officials reveal that Graduates are 4 (16%), 
B. Tech 4 (16%), 9 CAllB (36%), 5 having MBA, CA,1CWA,CS qualification, one law 
graduate (4%) and other degrees 4 (8%). 
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5.3.1.1 : Experienceof the Bankers/Officials 
It has been observed that 5 per cent of the surveyed Officials/Bankers are having experience 
of less than 10 years, 30 per cent are having experience between 10-20 years. Further, 35 
per cent have experience of 20 - 30 years and 30 per cent Officials/Bankers have experience 
of more than 30 years. 
35 
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5.3.2 : Change in Technology for SME Industry in Post WTO Regime 
Figure 5.9 shows the responses on change in technology for SME Industry in the post WTO 
regime. All the respondents agree that Indian SMEs will have to change/upgrade their 
technology in the pot WTO era to enable them to compete at the international level. 
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5.3.2.1.: Change of Technology after 1991. 
It exhibits the responses on change in technology after 1991. It shows that all the experienced 
respondents agree that there was a change in technology in SME Sector after the financial 
sector reforms of 1991. 
5.3.2.2 : Change of Technology after WTO Regime 
The responses on change in technology for SME Industry in the post WTO regime have been 
depicted in the undemoted figure. All the respondents agree that Indian SMEs will have to 
change/upgrade their technology in the pot WTO era to enable them to compete at the 
international level. 
5.3.2.3. Reasons for change of technology 
This is a multi-facial question. The respondents have expressed their views preference wise as 
: To improve the quality of product, To reduce the cost of production, Need of the hour. To 
improve the production process so as to increase the amount of output, To increase the 
flexibility and Product diversification. 
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5.3.2.4. Change in Production Process 
It shows the responses on changes in production process after the change in technology. It 
reveals that 92% of the respondents i.e. 23, out of 25 experienced officials agree that there 
will be change in production process after the change of technology. 
5.3.2.5.Change in Work Allocation 
The responses on changes in work allocation after the change in technology have been 
depicted in the undemoted figure. It reveals that 92% of the respondents i.e. 23, out of 25 
experienced officials agree that there will be change in work allocation after the change of 
technology. 
By.GSPopli 136 
CREDIT FLOWS AISD THEIR USES IN SMEs SECTOR IN INDIA IN THE POST WTO ERA 
5.3.2.6. Change in IMaterial Handling 
It shows the responses on changes in production process after the change in technology. It 
reveals that 92% of the respondents i.e. 23, out of 25 experienced officials agree that there 
will be change in Material Handling after the change of technology. 
5.3.2.7. Change in Ways of Communication within the Plant 
The responses on changes in ways of communication within the plant after the change in 
technology have been depicted in the undemoted figure. It reveals that 72% of the 
respondents i.e. 18, out of 25 experienced officials agree that there will be change in ways of 
communication after the change of technology. 
5.3.2.8. Change in ways of Communication with Suppliers 
It shows the responses on changes in ways of communication with suppliers after the change 
in technology. It reveals that 76% of the respondents i.e. 19, out of 25 experienced officials 
agree that there will be change in ways of communication with suppliers after the change of 
technology. 
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5.3.2.9. Change in ways of Communication with Customers 
The responses on changes in ways of communication with customers after the change in 
technology have been exhibited in the undemoted figure. It reveals that 68% of the 
respondents i.e. 17, out of 25 experienced officials agree that there will be change in ways of 
communication with customers after the change of technology. 
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5.3.2.10. Additional Training/Qualification after Change of Technology 
it shows that 15 experienced bankers/officials (60%) feel that additional training/ technical 
qualification to the staff will have to be provided after up-gradation of the technology. 
5.3.2.11. Requirement of additional Managers/Staff after up gradation of Technology 
It exhibits the responses on requirement of additional staff after up-gradation of technology. 
It shows that 15 experienced bankers/officials feel that additional staff (60%) will be required 
after up-gradation of the technology. 
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5.3.2.12. Position of Existing Staff getting Surplus 
The opinion of the officers on the possibility of existing staff getting surplus after up-
gradation of the technology have been depicted in table 2k. It shows that 17 Bankers/officials 
i.e. 68% feel that the some of the existing staff will get surplus after the up-gradation/change 
of the technology. 
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5.3.2.13. Requirement of Funds for Surplus Staff 
it depicts the opinion on requirement of funds for offering the retiring package to the surplus 
staff. It reveals that 22 bankers/officials (88%) feel that the SMEs will have to arrange funds 
for retiring the surplus staff. 
5.3.2.14. Requirement of Funds for retaining the existing staff. 
The responses on the requirement of funds for retaining and training the existing staff to 
enable them to handle the new technology have been depicted in the undemoted figure. 24 
experienced bankers/officers (96%) feel that the SMEs will have to arrange fUnds for 
retaining and training the existing staff also so as to enable them to handle the new 
technology. 
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5.3.2.15. Requirement of Funds from FIs 
It depicts the opinion of tlie banliers/officers on tlie possibility of requirement of funds from 
banks/financial Institutions. 22, out of 25 officers covered in this study i.e. 88%, feel that the 
SMEs will require fiinds/fmancial support from banks/financial institutions for the reasons 
mentioned in the above tables. 
5.3.3. Taxation Pattern for SME Industry 
5.3.3.1. Taxation Holiday Policy of Govt. 
The importance of Taxation Holiday Policy for SME Industries has been depicted in this 
table. It shows that 80% of the surveyed sample i.e. 20 Officials out of 25 feel that this is 
very useful for growth of the SME Sector in India. 
5.3.3.2. Importance of Taxation Policy of Govt. 
The importance of Taxation Policy of the Govt, for SME Industries has been depicted in this 
table. It shows that 88% of the surveyed sample i.e. 22 Officials out of 25 feel that this is 
very useful for growth of the SME Sector in India. 
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5.3.3.3. Relevance of existing Taxation Policy of Govt. 
The relevance of Taxation Policy of the Govt, for SME industries has been depicted in this 
figure. It shows that 48% of the surveyed sample i.e. 12 Officials out of 25 feel that this is 
hurdle for growth of the SME Sector in India. The remaining 52% i.e. 13 bankers/officials 
don't agree with this view point. They feel that this is very important and helpful for SME 
Industries. 
5.3.3.4. Charging ofTaxes from SME Sector 
It exhibits the opinion on charging of fewer taxes from SMEs. It reveals that 24 
Bankers/Officials (96%) feel that less tax should be charged from the SME Sector. 
4. Financing Pattern for SME Industry 
5.3.4.1 Main Sources of Finance for SMEs 
The main sources of finance for the SME Industries have been exhibited in this figure. The 
analysis of the responses reveals that 36% i.e. 9 Officials have conveyed that mix of all the 
sources of finance is being exercised by the SME Industries. The second place has been given 
to Financial Institution i.e. 32% by the 8 officials. The Commercial Banks have been 
expressed by 7 Bankers/Officials i.e. 32% of the sample. 
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5.3.4.2. Investment in Fixed Capital 
It depicts the investment pattern for fixed capital. It reveals that 11 Officers i.e. 44% of the 
sample feel that 25% of the borrowed funds is generally invested by the SME Units. 50% of 
borrowed funds for Fixed Capital has been estimated by 8 Officials i.e. 40%. The third place 
i.e. 75% has been estimated by 4 Bank Officials i.e. 16%. 
5.3.4.3. Investment in Plant & Machinery 
The investment pattern for Plant & Machinery has been depicted in this figure. The analysis 
of the responses reveals that 10 Bankers/Officials (40%) feel that generally 25% of the 
borrowed funds is being invested in Plant & Machinery. 9 Bankers/Officials (36%) fee! that 
75% of the borrowed funds is being invested in Plant & Machinery. 50% of the borrowed 
funds has been expressed by 5 officials accounting for 20%. The remaining 1 official has 
expressed that 100% of the borrowed fiinds is being invested in Plant & Machinery. 
5.3.4.4. Investment in Working Capital 
It exhibits the investment pattern for working capital. The analysis of the responses shows 
that 11 Officers i.e. 44% have estimated 25% of borrowed funds for Working capital. 7 
Officials accounting for 28% for 50% investment in Working Capital and 5 Officials (20%) 
for 75% investment in Working Capital. The remaining 2 officials (8%) have expressed for 
100% investment of borrowed funds in Working Capital. 
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5.3.4.5. Equity Participation 
The pattern of equity participation lias been depicted in tlie undemoted figure. Tlie analysis 
reveals that 56% i.e. 14 Officials have confirmed that there is a trend of equity participation 
by other firms in this post WTO regime. 
5.3.4.6. Pattern of Equity Participation 
It indicates the pattern of equity participation in the Indian SME Industries. 92% of the 
respondents, i.e. 23 officials has conveyed that Equity participation is generally by Indian 
Firms. The remaining 8% has conveyed that there is a trend of participation by foreign also in 
the post WTO era. 
5.3.4,7. Credit Requirement of SMEs in the post WTO era. 
The opinions on increase in the credit requirement in the post WTO era have been depicted in 
the undemoted figure. It reveals that 96% of the respondents i.e. 24 Officials feel that there 
will be increase in credit requirement in the post WTO era. 
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3.4..8. Position of Credit Flow to SMEs Sector 
Table 4.8 depicts the responses on Credit Flow to SME Sector. It reveals that60% of the 
respondents i.e. 15 officials out of 25 surveyed for this study feel that credit flow to SME 
Sector is not sufficient. 
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5.3.4.9. Composite Loan Sclieme 
The information on implementation of the composite loan scheme has been depicted in the 
undemoted table. It reveals that 80% of respondents i.e. 20 Officials have expressed that they 
are implementing the composite loan scheme. The remaining 20% i.e. 5 Officials have 
conveyed that they are not implementing the same. 
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5.3.4.10. Technology upgradation Loan Scheme 
Figure 5.11.depicts the responses on availability of loan/scheme for up-gradation of the 
technology for the SME Industries. It reveals that 80% i.e 20 Officials have conveyed that 
they are implementing the loan/scheme for technology up-gradation. 
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5.3.4..11. Model for Credit Appraisal 
The availability of the model for credit appraisal and rating tool and risk assessment in their 
banks has been depicted in the above figure. 64%, i.e. 16 Officials have confirmed that they 
are having their own model for credit appraisal and rating tool for SME Industries, in their 
banks. The remaining 36% are using the model of some other banks. 
5.3.4.11. Comments on SIDBI,s Model for Credit Appraisal 
It exhibits the responses on the effectiveness of SIDBl tools for SMEs. All the respondents 
have confirmed that the tools developed by SIDBl on Credit Appraisal & Risk Assessment 
are very helpful in assessing the Credit Appraisal & Risk assessment. 
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5.3.4.12. Cluster Based Approach of Financing 
Figure 5.11.12 depicts the responses on Cluster Based Approach of SME Financing. It 
reveals that 80% i.e. 20 Officials have conveyed that they are implementing the loan/scheme 
for technology up-gradation. 
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5.3.4.13. Assessment of Credit Appraisal 
It depicts the response on Assessment of Credit Appraisal V/S person/activity of the project 
for SME Customers. The analysis shows that 80% i.e. 20 out of 25 respondents had 
confirmed that there should be assessment of person/activity instead of credit appraisals. 
5.3.4.14. Financing pattern for International SMEs 
The financing pattern of Indian Financial Institutions against International Financial 
Institutions for SME Sector has been depicted in the undemoted figure. 96% i.e. 24 Officials 
have confirmed that the pattern of SME financing at International level is better that our SME 
financing. 
5.3.5. Recovery in SMEs Accounts. 
5.3.5.1 Recovery problem in SME Accounts 
The opinions on recovery in SME Financing have been shown in figure 5.12.1. It reveals that 
64% i.e. 16 Officials out of 25 have confirmed that there is a problem in recovery of the 
amount advanced in SME Sector. 
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5.3,5.2. Debt Restructuring Scheme 
It depicts the responses on Debt Restructuring Scheme of RBI. it reveals that 84% of the 
surveyed officials, i.e. 21 out of 25 have confirmed that the Debt Restructuring Scheme 
formulated by RBI is helpful in effecting the recovery of Bad Debts Accounts. 
5.3.5.3. Onetime Settlement Scheme 
The responses on One Time Settlement Scheme formulated by RBI have been depicted in 
figure 5.12.3. It shows that 80% i.e. 20 Officials have confirmed that the onetime settlement 
scheme formulated by RBI for recovery of Bad Debt SME Accounts in very useful. 
5.3.5.4. Credit Guarantee Scheme 
It depicts the responses on the effectiveness of Credit Guarantee Scheme. It reveals that 84% 
i.e. 21 Officials have confirmed that he above scheme should be made more effective for 
recovery of the Bad Debts SMEs Accounts. 
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5.3.5.5. Effectiveness of Debt Restructuring Scheme 
The responses on effectiveness of Debt Restructuring Scheme have been depicted in the 
above figure. It shows that 92% of the respondents i.e. 23 Officials have confirmed that this 
scheme is very usefiil for the recovery of the SMEs Bad Debts Accounts. 
5.3.5.6. Scope of Improvement in Recovery System 
it exhibits the responses on effective recovery system. The analysis reveals that as high as 
96% of the respondents i.e. 24 out of the 25 officials covered in this study have confirmed 
that there is a need for more effective recovery mechanism. 
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5.3.6 : Measurement of Govt. Policies for SME's 
5.3.6.1. Govt. Policies and Decision making by SMEs 
The response on effectiveness of Govt. Policies for SME Sector has been depicted in this 
figure. It reveals that 84% of the respondents i.e. 21 officials have confirmed that these are 
very important for the growth of SME Sector in India and are giving enough freedom to these 
industries for taking the independent decisions. 
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3.6.2 Regulation of SMEs through Govt. Policies 
It exhibits the responses on whether the Govt. Policies on SME Sector are still regulating. 
68% of the respondents i.e. 17 have confirmed that these are regulating the SME Sector. 
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5.3.6.3 Protection of SMEs through Govt. Policies 
The responses on protectionist approach of Govt, policies on SME Sector have been depicted 
in this figure. It reveals that 64% of the respondents i.e. 16 officials are of the view that these 
are not protecting the SME Sector in this new business environment. The SMEs will have to 
be competitive enough to stand on their feet. 
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5.3.6.4. Provision of Govt. Assistance through Govt. Policies. 
It depicts the provision of Govt, assistance like subsidised interest rates for SME Sector. The 
analysis reveals that 68% of the respondents i.e. 17 Officials feel that there should be more 
Govt, assistance like subsidised interest rates for SMEs Sector. 
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5.3.6.5. Change of Definition for SMEs in India. 
The responses on changing the definition of SMEs Sector in India have been depicted in this 
figure. It reveals that 84% of the respondents i.e. 21 officials have confirmed that there is a 
need to change the same keeping in view the present WTO era. 
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5.3.6.6 Linkage/Charging of Interest Rate from SMEs 
The responses on linkage of the interest rates with PLR or Credit Rating System have been 
depicted in this figure. It reveals that 88% of the respondents have favored Credit Rating 
System in comparison to 12% for PLR. 
5.3.6.7 Opening of Specialised Branches 
It depicts the responses on opening of more specialised branches. The analysis reveals that 
92% of the respondents have confirmed that there is a requirement of mores specialised 
branches for the development of SME Sector in India. 
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5.3.6.8 Fixation of Targets for SMEs Financing 
The responses on fixing of the targets for SME Financing in Public, Private and Foreign 
Banks in India have been exhibited in this figure. It reveals that 92% of the respondents feel 
that there is a need for fixing of the targets. 
5.3.6.9 Role of SIDBl in SMEs Financing 
The views on role of SIDBl in SMEs Financing for SME Sector have been depicted in table 
6.9. It shows that 96 % of the respondents have confirmed that there is a need of more active 
role playing by SlDBI in SMEs financing in India. 
5.3.6.10 Role of Govt, in providing training to SMEs Entrepreneurs 
The views on role of Govt, in providing training to SME Entrepreneurs have been depicted in 
this figure. It shows that 96 % of the respondents have confirmed that there is a need of more 
training by Govt, agencies for SMEs Entrepreneurs in India. 
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Chapter- 6 
PHASE THREE: CASE STUDY 
By: Prof. G S Popli 
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CHAPTER-6 : CASE STUDY 
Comparative study of one Good Account/Successful Entrepreneur with another Bad 
Account/Unsuccessful Entrepreneur. 
M/S. ABC Rubber Industry and M/S. XYZ Carpet Udyog, the two SMEs Accounts (Names 
changed) are the customers of a nationalized banlc. They are availing certain credit facilities 
from their banic since their inception. We have studied both the accounts thoroughly to find 
out the style of working, application of funds and decision making process leading to their 
success or failures. The analysis has been done on the undemoted parameters. 
(A) Study of Good SME Account (M/s. ABC Industry- Name Changed) 
1. History of the Unit. 
2. Location and infrastructure. 
3. Product and Marketing. 
4. Value of Account. 
5. Share Holding Pattern. 
6. Risk parameters. 
7. Detail of Credit Facilities. 
8. Assessment of Working Capital requirement. 
9. Comparison of Net Sales (last four years). 
10. Comparison of Net Profits (last four years). 
11. Operating Performance and Financial Position. 
12. Critical Analysis of Operating Performance and Financial Position. 
13. Credit Risk Management Analysis. 
14. Assessment of Fund Based Working Capital Limit. 
15. Assessment of Non-Fund based Limits. 
16. Concession / Relief by way of Margin / Commission / Interest, 
17. Profit & Loss A/c and Balance Sheet as on 31st March, 2005. 
18. Directors & Auditors report for the financial year 2005. 
19. Profit & Loss A/c. and Balance Sheet as on 31st March, 2006. 
20. Directors & Auditors report for the financial year 2006. 
21. Profit & Loss A/c. and Balance Sheet as on 31 st March, 2007. 
22. Directors & Auditors report for the financial year 2007. 
23. Analysis of Profit & Loss A/c and Balance Sheet (last three years). 
24. Comments on track record of company. 
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B) Study of Bad Account (M/s. XYZ Industry - Name Changed) 
1. History of the Unit. 
2. Technical knowhow. 
3. Details of Raw Material. 
4. Past & Projected Sales. 
5. Operational Analysis. 
6. Detail of Credit Facilities. 
7. Profit & Loss A/c. and Balance Sheet as on 31 "^  March, 2004. 
8. Analysis of Profit & Loss Account and Balance Sheet for the year 2004 
9. Balance Sheet as on 31" March, 2005. 
10. Analysis of Balance Sheet and Profit & Loss Account for the year 2005 
11. Profit and Loss Account and Balance Sheet as on 31" March, 2006. 
12. Analysis of Balance Sheet and Profit & Loss Account for the year 2006 
13. Comments on track record of the Company - Gradual Down fall of the 
Company. 
C) Comparison between Good Account and Bad Account 
1. Comparison of Turnovers of the Companies. 
2. Comparison of Net profits of the Companies. 
3. Comparison of Sundry Creditors of the Companies. 
4. Comparison of Debt-Equity Ratios of the Companies. 
5. Comparison of Current Ratios of the Companies. 
6. Comparison of Net Working Capitals of the Companies. 
7. Comparison of Current Assets of the Companies, 
8. Comparison of Tangible Net Worth of the Companies. 
D) Conclusion of the Study. 
A. Analysis of Good Account - (M.s. ABC Rubber Industry) 
1. History of the Unit: 
The Company having its registered office at Delhi was incorporated in July 1988. Its main 
business was to manufacture Shoes and Hawaii Chapels. The company was formed by 
Mr.R.K.Kalra and Mrs. Shyama Arora (Name changed) who were also the first directors of 
the company. Now Mr. M.K. Kaira, V.K. Mehta, Sushil Sharma and P.K.Arora (Name 
changed) are at the helm of the affairs of the company, in the capacity of directors. 
The company started production of Hawaii chapels in the year 1990-91 with a very Small 
Scale Industrial unit and achieved the sales figure of Rs.34.49 Lacs in the very first year. The 
company diversified its business and started producing canvas shoes in addition to Hawaii 
chapels and achieved sales of Rs.223.54 Lacs in the year 1993-94. In the year 1994-95, the 
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sales of the Company were Rs. 376.92 Lacs i.e. an increase of about sixty percent. In the year 
1995-96, the company decided to supply it's products in the Govt. Sector. 
The company also entered in the export business by supplying shoes to U.K. in the year 1996-
97 to the tune of Rs. 18.25 Lacs. They got orders from Govt, departments in 1997-98 and 
achieved a sale of Rs. 423.42 Lacs. During the year 2000-01, the Company achieved the sales 
of Rs.973.30 Lacs. The company worked on a well planned and specific diversification 
strategy to enhance their market base. 
Location and Infrastructure: 
The company's plant is located at Industrial Area Sahibabad (U.P) with a installed capacity of 
15 Lacs pairs of shoes and 46.08 Lacs pairs of Hawaii chapels, 1.5 Lacs ground sheets, 8.4 
Lacs school bags, 1.20 Lacs rain coats & caps and 4.80 Lacs meter hospital rubber sheets. The 
location of the company is very ideal. It is located near Delhi & Haryana. It is at a very 
convenient place and dealers from various parts of the country visits for business deals. 
Moreover, this area is developing very fast. Factory is adjacent to Sahibabad Railway Station 
and U.P. border from where transportation of raw material and finished products can be made 
easily. 
The company is equipped with adequate manpower; machine and technological know -how. 
The company has also appointed qualified Engineers and Rubber technologists for 
development of the products from time to time. The company is also keeping itself abreast of 
latest technological developments by attending seminars and workshops. 
Product and Marketing: 
The products of the company are hawai chapels, canvas shoes, fancy chapels and rubber 
sheets. The Directors have established very good contacts in the Govt, departments, from 
where they procure orders. The business is based on liasioning in which directors are well 
versed on account of their past dealings with them. For the open market orders they rely on 
dealer's network wherein their stock is also kept along with the other brands of the same 
products. 
The products of the company are being sold in the market with the brand name "Fine". The 
company is having large network of dealers all over the country. Besides this, some of their 
family concerns are also are in the market with other brand names. It has been reported that 
these products are also well in demand by virtue of their quality and competitive prices. Now, 
the main business of the company is with Govt, organizations like Army and Paramilitary 
Forces etc. The company manufactures Canvas Shoes i.e. Hunter shoes, P.T shoes, White 
Sports Shoes etc. as per specifications of DGOS (Director General of Ordinance & Supplies) 
for Army supply and as per specifications of DGSD (Director General of Supplies & 
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Disposal) for supply to paramilitary forces. These stocks are then sold to respective 
organizations after approval from the competent authorities. The total contribution of Govt, 
business is more than 60 per cent in the total turnover of the company. 
Value of the Account: 
The company is dealing with a nationalized bank in a very satisfactory manner since 2000. 
The volume of business is increasing every year, which is evident from the Financial Results 
of the company. As far as the value of the account is concerned, the company is one of the 
prestigious accounts of the branch. The bank had earned an income of Rs.51.82 Lacs from 
the company during 2007-08 and Rs.95.35 Lacs from the group accounts (including the allied 
companies) during the same period. 
The other two group accounts of the company are also availing sizeable credit limits from the 
bank. One Director of the company is also secretary of Sahibabad Industrial Association and 
is very helpful in mobilizing the new business and in augmenting the customer base of the 
branch. His relations and contacts in the business circle are always helpful in creating new 
business opportunities for the branch and the bank rate this account as vety good. 
Share Holding Pattern of the Company. 
Designation 
Director 
Relative 
Others 
Total 
Number of equity share 
38,280 
23,686 
18,034 
80,000 
Percentage 
47.85 
29.60 
22.55 
100.00 
2 3 % 
3 0 % ^ ^ ^ 
Percentage 
^ 4 7 % • Director 
• Relative 
• Others 
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The analysis of the share holding pattern of the company reveals that the major share is held 
by the directors and their relatives. From the above figure, we can observe that almost 50% 
of the equity shares are held by directors and the rest of the 29.55% of the equity shares are 
with their family members only, so almost 77% of the equity shares are within the family of 
the directors and the rest 23% of the equity shares are owned by the other persons. It means 
the directors have full control on the management of the company. 
Risk parameter 
Financial risk 
Industry risk 
Business risk 
Management risk 
Conduct of Account 
Percentage 
50 
55 
80 
87 
80 
RISK PARAMETER 
PERCENTAGE 
• Financial risk 
• Industry risk 
• Business risk 
a Management risk 
a Conduct of 
account 
It is evident from the above that the overall rating of the company is done on the basis of 
financial risk, industry risk, business, risk, management risk and conduct of the account. The 
company did not take much risk in terms of finance, as it is the major source to run the 
business, the company had taken only 50 percent of the risk . In terms of industries' risk, the 
company did not take much of it but only 55%. The major factors which improve the rating 
of the company are business risk and management risk. The company is running its business 
very well, i.e. it had taken 80% of the risk in business dealings and focused on improving the 
performance of its employees. It had taken 80% of risk in managing the company affairs. 
The conduct of the account is also found to be good as it is 80%. So overall rating as it was 
done in Sept 2005 found to be 72.19%, which gives the rating of the company as A+ which is 
quite good on the part of company. 
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Details of Present Credit Facility: 
Nature of facility 
1. Term loan 
Term loan 1 
Term loan 2 
Term loan 3 
Term loan 4 
Total 
2.Cash Credit (Hyp.) 
Total 
3. Letter of credit 
4.Bank guarantee 
Total 
Grand total 
Limit 
(Rs. Lacs) 
18.00 
5.50 
35.50 
68.00 
127.00 
490.00 
490.00 
50.00 
20.00 
70.00 
687.00 
(O/S-08.05.08). (Rs. Lacs) 
5.52 
0.61 
24.18 
-30.31 
30.31 
414.96 
414.96 
NIL 
15.17 
15.17 
460.44 
Assessment of Working Capital requirement: 
Estimate for the year ending on : 
Year 
Amount 
1 .Gross sales 
a)Domestic sales 
b)Export sales 
2.Total 
3. Less: Excise duty 
4.Net sales 
5.Percentage rise/fall in Net Sales 
6. Profit before tax 
7. Provision for taxes 
8. Net profit/loss 
31.03.05 
Rs.(Lacs) 
909.50 
0.00 
909.50 
0.00 
909.5 
4% 
10.71 
3.40 
7.31 
31.03.06 
Rs.(Lacs) 
2019.96 
0.00 
2019.96 
0.00 
2019.96 
122.10% 
15.44 
7.37 
8.07 
31.03.07 
Rs.(Lacs) 
1964.41 
0.00 
1964.41 
0.00 
1964.41 
-8.41% 
21.43 
7.63 
13.80 
31.03.2008 
Rs.(Lacs) 
2600 
0.00 
2600 
0.00 
2600 
10% 
44.52 
13.75 
30.77 
Comparison of Net Sales (During last four years): 
N E T S A L E C H A R T 
1 n 3 1 . 0 3 . 0 5 m 3 1 . 0 3 . 0 6 • 3 1 . 0 3 . 0 7 • 3 1 . 0 3 . 0 8 
^^'"' 
3 0 0 0 T 
2 5 0 0 -
2 0 0 0 -
N e t S a l e i n ^ ^ „ „ 
1 _ ^ = 1 5 0 0 -
1 0 0 0 -
5 0 0 
r"-"^  
,-. .... .^  • ^ma^iX^^^^^ 
N e t S a l e s 
By.GSPopli 157 
CREDIT FLOWS AND THEIR USES IN SMEs SECTOR IN INDIA IN THE POST WTO ERA 
As depicted above, the sales of the company is increasing continuously as projected by them. 
Company's business is running very smoothly. The company had always achieved its set 
targets in the respective years. As we have seen above, in 2005 the company has achieved net 
sales of Rs. 909.50 Lacs and in the year 2006 there is a marvelous increase of 122.10% and 
the sales rose to Rs. 2019.96 Lacs but in the year 2007, though the company had achieved its 
set targets but the net sales of the company decreased by 8.41% as compared with the 
previous year sales but later on the company maintained its pace and again in the year 2008, 
the net sales of the company increased by 10% and at Rs. 2600.00 Lacs. 
Comparison of Net Profit (During last four years): 
35 n 
3 0 -
25 
20 
A M T . I N L A C S 
15 
10 
5 
0 
NET PROFIT CHART 
\ • - • • : „ ; ; ; ; - • - : : ; ; ; ' " • . • • • •';"• ' . i ^ v : • • 
^^ dSd -^^^^H 
a 31.03.05 
• 31.03.06 
a 31.03.07 
H 31.03.08 
Net Profit 
YEAR 
As depicted above, the net profits of the company had also increased year by year which 
indicates that the company is running its business very smoothly. In just a period of three 
years, the company had increased its profits by four times as well diversified its business by 
setting up the sister concerns in its premises. As we have seen above, in the year 2005 the 
company had achieved net profits of Rs. 7.31 Lacs, increase in the year 2006 i.e. Rs. 8.07 
Lacs. But in the year 2007, though the net sales had decreased as compared with last year's 
sale but there is a marvelous increase in the net profits i.e. almost doubled its net profits. The 
company had maintained the same trend in the year 2008 by registering the net profits of Rs. 
30.77 Lacs. In this way, the company is slowly moving forward on the path of progress. 
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Operating Performance/Estimated Projections and Financial Position: 
Financial Highlights 
Of the Company 
Authorized Capital 
1 .Paid up capital 
2.Reserve &Surplus 
3-lntagibIe assets 
4Tagible net worth 
5TeiTn Loans 
6.Other tenn liabilities 
7. Unsecured loans 
S.Total term liabilities 
9.Capital employed(4+8) 
10.Net block 
11. Investment in group 
12.Investment in other 
13.Debtors>6 months 
14. Other noncutrent assets 
15.Total non current assets 
16. Inventory 
17.Debtors/recievables 
18.Other current assets 
19.Total current assets 
20.Bank borrowings 
21.Sundiy 
creditors/payables 
22.Other current liabilities 
23.Total current liabilities 
Net working capital( 19-23) 
Total assets 
Total liabilities 
31.03.05 
Audited 
(Rs.Lacs) 
100 
80 
51.76 
0 
131.76 
16.96 
2 
183.38 
202.34 
334.1 
141.79 
0 
0.59 
60.59 
32.79 
93.97 
204.23 
256.8 
41.4 
512.43 
214.91 
170.27 
28.91 
414.09 
98.34 
748.19 
748.19 
31.03.06 
Audited 
100 
80 
59.83 
0 
139.83 
63.25 
4.41 
143.12 
210.78 
350.61 
185.3 
0 
0 
30.08 
51.95 
82.03 
118.57 
782.72 
37.8 
939.09 
325 
480.06 
50.74 
855.8 
83.29 
1206.42 
1206.42 
31.03.07 
Audited 
100 
80 
73.63 
0 
153.63 
67.11 
5.23 
218.65 
290.99 
444.62 
227.38 
0 
1.4 
48.11 
34.43 
83.94 
410.62 
428.15 
159.93 
998.7 
400.39 
410.05 
54.99 
865.43 
133.27 
1310.02 
1310.02 
31.12.07 
Audited 
100 
80 
122.5 
0 
202.5 
49.96 
5.23 
325.13 
380.32 
582.82 
255.03 
0 
33.12 
46.02 
35.99 
115.13 
513.91 
452.89 
160.22 
1127.01 
442.72 
410.89 
36.34 
889.95 
237.07 
1497.17 
1472.76 
31.03.08 
Provisional 
100 
80 
104.39 
0 
184.34 
111.84 
5.24 
326.08 
443.16 
627.5 
299.49 
0 
33.12 
40 
22 
95.12 
508.27 
552.5 
29.42 
1090.19 
490 
327.76 
39.65 
857.25 
232.94 
1484.85 
1484.8 
31.03.09 
Estimated 
100 
80 
139.8 
0 
219.8 
77.52 
5.24 
308.65 
391.41 
611.21 
258.7 
0 
31.92 
45 
22 
98.92 
568.81 
604.5 
31.6 
1204.91 
490 
406.81 
54.51 
951.32 
253.59 
1562.52 
1562.52 
31.03.10 
Projected 
100 
80 
200.88 
0 
280.88 
48.35 
5.24 
278.74 
332.33 
613.21 
224.66 
0 
31.92 
50 
22 
103.92 
625.09 
621.25 
36.45 
1282.79 
490 
445.49 
62.67 
998.16 
284.63 
1611.37 
1611.37 
31.03.11 
Projected 
100 
80 
283.36 
0 
363.36 
27.2 
5.24 
261.63 
294.07 
657.43 
195.98 
0 
31.92 
50 
22 
103.92 
675.38 
680 
42.97 
1398.35 
490 
484.89 
65.93 
1040.82 
357.53 
1698.25 
1698.25 
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12. Critical Examination & Analysis of above Operating Performance and Financial 
Position: 
The company has submitted the audited Balance Sheet of 31.03.07 along with CA verified 
Provisional Balance Sheet as on 31.12.07. A comparative study of Balance Sheet and Profit 
& Loss Account reveals as under :-
• The Paid-Up Capital has remained constant at Rs. 80.00 Lacs against the Authorized 
Capital of Rs. 100.00 Lacs. The company has been ploughing back the profits after tax 
into the business leading to gradual increase in Reserve & Surplus on year to year basis. 
With the ploughing back of the profits into the business, the Tangible Net Worth of the 
company has been increasing and it stands at Rs. 153.63 Lacs as on 31.03.07 as 
compared to Rs.139.83 Lacs as on 31.03.06. This makes the financial position of the 
company very sound. 
• The outstanding in Term Loan Account has increased from 63.25 Lacs as on 31.03.06 to 
Rs.67.11 Lacs as on 31.03.07 due to addition of some loans from other banks. But the 
Term Loan Account of the branch stands decreased to Rs.49.96 Lacs as on 31.03.07 due 
to regular payments being made by the company. The Term Loan has been projected to 
Increase to Rs.l 11.84 Lacs as on 31.03.08, as the company intends to avail fresh term 
loan of Rs.68.00 Lacs. 
• Unsecured Loans of the Company stood at Rs.218.65 Lacs as on 31.03.07. 
As per the terms and conditions of last sanction, the company has to raise the unsecured 
loans up to Rs.252.60 Lacs, but it could not maintain the same. Now it has reintroduced 
unsecured loans and as on 31.12.07 the unsecured loans of the company stands at Rs. 
325.13 which is further estimated to be Rs.326.08 Lacs as on 31.03.08 and Rs.308.65 
Lacs as on 31.03.09. 
In this context, the bank stipulated a condition that the company shall not only maintain 
the existing level of unsecured loans i.e. Rs.325.13 Lacs but also the projected level for 
the F.Y 2008-09. 
• Net block stands at Rs.227.38 Lacs as on 31.03.07 as compared to Rs. 185.30 Lacs as 
on 31.03.06. It further increased to Rs.255.03 Lacs as on 31.12.07 due to additions in 
plant and machinery, office equipment & vehicles. Net block is further estimated to 
increase to Rs.299.49 Lacs due to proposed addition in plant & machinery. 
• Non-Current Assets have increased from Rs.82.03 Lacs as on 31.03.06 to Rs.83.94 
Lacs as on 31.03.07 due to increase in debtors outstanding for more than six months 
and investments. The non-current assets of Rs. 83.94 Lacs as on 31.03.07 includes 
security deposits, FDRs kept as margin money and debtors older than six months. 
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• The Investments of Rs.1.40 Lacs as on 31.03.07 is the amount invested by the 
company in Shares & Mutual Funds. As on 31.12.07 the company has made 
investments in plot booking amounting to Rs.32.72 Lacs and shares amounting to 
Rs.0.40Lacs. 
• The turnover of the company has decreased by 3% during 2006-07 as compared to 
2005-06. For the current year the company has estimated to achieve a turnover of 
Rs.2600.00 Lacs against which the company has already achieved a turnover of 
Rs.2299.21 Lacs till December 2007. Keeping in view the sales already achieved, 
past track record and orders in hand, the projection sales seems achievable. 
13. Credit Risk Management Analysis: 
13.1. Comment on realisiability of Debtors: 
The main business of the company is with Govt. Departments. The debtors because of these 
supplies are usually good for realization but the payment is delayed sometimes due to 
procedural system. 
13.2. Comments on realisibility of Inventory: 
The inventories are easily realizable as there are very low chances of obsolescence and decay 
with time. 
13.3. Detail of Investment in Shares/Debentures/Units and its Quality: 
The Company has invested Rs.1.40 Lacs as on 31.03.07, which represent amount invested by 
the company in Shares & Mutual Funds. The investments are in blue chip companies only, 
which is very sound policy of investment. 
13.4. Detail of Contingent Liabilities: 
Only Bank Guarantees issued represent contingent liability. It shows that the dealings of the 
company are very fair. 
13.5. Status of repayment of Statutory Liabilities: 
All statutory dues are paid by the company in time. It shows a good management and a very 
healthy sign. 
13.6. Position of Assessment of Income Tax AVealth Tax /Sales Tax: 
The company is regular in filing the Income Tax Returns. The copy of latest income tax 
return filed by the company for the assessment of year 2007-08 is on record. 
The other returns are also being filed regularly. 
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13.7. Diversion of funds, if any and how the same is to be recouped? 
Company has made investment in fixed assets to the tune of Rs.32.72 Lacs as on 31.12.07. 
As stated above, these are for margins etc and the company has not diversified its funds. 
14. Assessment of Fund Based Working Capital Limit: 
Computation of limit on turnover basis: 
Turnover method 
a. Annual turnover as projected by the company 
b. Turnover as accepted by the bank 
c. Working capital requirement (25% of item 2) 
d. Minimum margin required 
(5% of item 2) 
e. Actual margin available 
31.03.08 
Estimated 
Rs.(Lacs) 
2600 
2600 
650 
130 
133.27 
31.03.09 
Projected 
Rs.{Lacs) 
3000 
3000 
750 
150 
232.94 
3000 n 
2500-
2000 
1500 
1000 
500-
/ 
^H •'. 
31.03.08 31.03.09 
YEAR 
• 1 .Annual turnover as 
projected by the 
company 
H 2. Turno\«r as accepted 
by the bank 
H 3. Working capital 
requirement (25% of 
item 2) 
n 4 . Minimum margin 
require(5% of item 2) 
n 5. Actual margin 
available 
The turnover of the company has decreased by 3% during F.Y. 2006-07 as compared to F.Y. 
2005-06. Against the projection of Rs. 1850.00 Lacs, the company has achieved a turnover of 
Rs. 1964.41 which is less than previous year's turnover. For the current year, the company 
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has estimated to achieve a turnover of Rs.2600.00 Lacs against which the company has 
already achieved a turnover of Rs.2299.2] Lacs till December 2007. Keeping in view, the 
sales already achieved, past track record and orders in hand, the projected sales seem 
achievable. In the light of this, the bank accepted achievable turnover of Rs.2600.00 Lacs for 
2006-07 and Rs.3000.00 Lacs for the year 2008-09. 
15. Assessment of Non-Fund based Limits: 
15.1 Letter of credit: 
The company has been availing L.C limit of Rs. 50.00 Lacs for purchasing of Raw Materials. 
It has been infonned that the company utilities the L.C limit mainly for import purposes. The 
same has been recommended to be renewed at the existing level. 
15.2. Bank Guarantee: 
The main business of the company is with Govt, organizations wherein as per practice they 
have to submit B.Gs of certain amounts depending upon the value of orders. So far the 
company has been availing B.G limits of Rs.20.00 Lacs. The same has been recommended to 
be renewed at the existing level. 
16. Concession / Relief by way of Margin / Commission / Interest: 
The company has; requested for allowing reduction in margin/various concession in charges as 
under: 
Request of the company Branch Manager's recommendation 
a. 100% waivement ABB charges 
b. Concession in ROI up to PLR-0.5% 
c. Concession in remittance charges 
Up to 100% 
Accept the proposal of the company 
Accept the proposal of the company 
50% concession in remittance charges given 
by the bank 
d. 100% concession in commission for 
For Insurance for BG/LC 
50% concession is given by the bank 
insurance for BG/LC. 
e. Waivement of commitment charges : 50% waivement are given by the bank 
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17. BALANCE SHEET AS ON 31^ ^ MARCH, 2005 
SOURCES OF FUND 
SHAREHOLDERS' FUNDS 
Share Capital 
Reserve & Surplus 
LOAN FUNDS 
Secured Loans 
Unsecured Loans 
AMOUNT (RS) 
80,000,000.00 
5,176,065.25 
231,187,146.53 
18.337.527.62 
54,700.739.40 
APPLICATION OF FUNDS FIXED ASSETS 
Gross Block 
Less: Depreciation 
INVESTMENT 
26,607,594.54 
12.428.047.07 
14.179.547.47 
59000.00 
CURRENT ASSETS. LOAN & ADVANCES 
Inventories 
Sundry & debtors 
Cash & Bank Balance 
Loan & Advances 
Less: Current Liabilities & 
Provisions 
20,422,465.00 
32,739,003.93 
917,817.34 
6.500.990.56 
60,580,276.83 
20.118.084.90 
54,700,739.40 
AMOUNT (RS) 
8,000,000.00 
4,444,807.46 
15,831,148.13 
10.558.564.94 
38.834.580.53 
23,095,710.10 
11.333.850.94 
11.761.859.16 
-
27,851,260.00 
14,233,502.75 
1,135,594.00 
2.217.113.48 
45,437,470.23 
18.364.748.86 
38,834,580.53 
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PROFIT & LOSS ACCOUNT FOR THE YEAR ENDED 31^^ MARCH, 2005 
PARTICULARS INCOME 
Sales 
Interest 
Other Income 
Increase/decrease in Stock in 
process 
EXPENDITURE 
Cost of Material Consumed 
Manufacturing Expenses 
Administrative Expenses 
Selling & Distribution 
Expenses 
Interest & Financial 
Expenses 
Depreciation 
PROFIT/LOSS 
PROVISION FOR: 
CURRENT TAX 
FBT 
PROFIT AFTER 
TAXATION 
BALANCE BROUGHT 
FORWARD 
PROFIT CARRIED TO 
BALANCE SHEET 
31.03.2005 AMOUNT (RS) 
90,949,980.87 
88,612.00 
14,951.00 
35.465.79 
91.089.009.66 
75,337,770.07 
5,648,792.00 
4,415,819.67 
3,386,246.00 
1,229,612.13 
90,018,239.87 
1,076,769.79 
348,402.00 
8,830.00 
731,197.79 
4,444,867.46 
5,176,065.25 
31.03.2004 AMOUNT (RS) 
77,562,584.88 
-
12,872.00 
102.990.44 
77,678.411.32 
62,930,390.77 
4,808,591.29 
4,772,978.79 
3,180,751.63 
1,093,985.08 
76,786,697.56 
891,713.76 
340,500.00 
16,800.00 
568,613.76 
3,876,853.70 
4,444,867.46 
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18. Directors and Auditors Report for the F.Y. ended on 31" March, 2005. 
Directors Report: 
The directors of the company has presented the Annual Report with the audited Balance Sheet 
and Profit & Loss Account for the year ended 31 ^  March, 2005. 
Financial Results: 
Profit before Depreciation and Tax 
Less: Depreciation 
Provision for Taxation 
Profit after Depreciation and Tax 
Rs. 23 Lacs 
Rs. 12.30 Lacs 
Rs. 3.90 Lacs 
Rs. 7.37 Lacs 
"Directors are glad to report that the company during the year has been able to better its 
profitability despite such competitive scenario. Keeping in view of the long term and ever 
increasing working capital requirement of business, the company wishes to continue with the 
policy of conserving the financial resources and accordingly ploughed back the profit of the 
year in to the business. The company didn't recommend any dividend for this financial year". 
Auditors Report: 
"We have audited the attached Balance Sheet of the Company as at 31" March, 2005 and 
Profit & Loss Account for the year ended on that date, annexed thereto. These financial 
statements are the responsibility of the company's Management. Our responsibility is to 
express opinion on these Financial statements based on our audit". 
We conducted our audit in accordance with auditing standard generally accepted in India. 
Those Standards require that we plan and perform the audit to obtain reasonable assurance 
about whether the financial statements are free from material miss-statement. An audit also 
includes examining on a test basis, evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing the accounting principles used \and 
significant estimate made by management, as well as evaluating the overall financial 
presentations. We believe that our audits provide reasonable bases for our opinion. 
1. As required by the companies (auditor's report) order, 2003 and read together with 
the companies (auditor's report) amendment order 2004, issued by the Central 
Government of India in terms of Section 227(4a) of the Companies Act, 1956, we 
enclose in the annexure a statement on the matters specified in paragraphs 4 and 5 
ofthe said order 
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2. Further to our comments in the annexure referred to in paragraph 1 above we 
report that: 
(a) We have obtained all the information and explanation, which to the best of our 
knowledge and belief were necessary for the purpose of our audit; 
(b) In our opinion proper block of accounts as required by law have been kept by the 
company so for as it appears from our examination of those books; 
(c) The Balance Sheet and the Profit and Loss Account dealt by this report are in 
agreement with the books of accounts. 
(d) In our opinion; the Profit and Loss Account and Balance Sheet are in compliance 
with the accounting standard referred to in sub sections (3c) of section 211 of the 
companies act 1956; 
(e) On the basis of written representations received from the directors as on 31 March 
2005 and taken all record by the board of directors; we report that none of the 
directors disqualified as on 31 March 2005 from being appointed as a director in 
terms of clause (g) of subsection (1) of section 274 of the company's act 1956. 
(f) In our opinion and to the best of our information and according to the explanation 
given to us, the said account gives the informafion by the Companies Act 1956, in 
the manner so required and gives a true and fair view In conformity with the 
accounting principles generally accepted in India. 
i) In so far as it relates to the Balance Sheet, of the state affairs of the Company as 
at 31 March, 2005. 
ii).ln so far as it relates to the profit and loss accounts, of the profit of the Company 
and that date 
Annexure referred to in paragraph 1 of our report on the accounts of the Company 
ended 31" March, 2005. 
1. The company has maintained proper records showing ftill particulars including details and 
situation of fixed assets on the basis of information available. 
According to the information and explanation given to us, the fixed assets have been 
physically verified by the management during the year in a phased periodically manner 
which, in our opinion, is reasonable, having regard to the size of company and the nature of 
the assets. No discrepancies were noticed on such verification. 
No substantial part of the fixed assets has been disposed off during the year. 
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2. As explained to us, the inventories have been physically verified by the management 
during the year. In our opinion the frequency of such verification is reasonable having regard 
of the size of the company and the nature of the business. 
In our opinion and according to the information and explanation given to us, the procedures of 
physical verification of inventories followed by the management are reasonable and adequate 
in relation to the size of the company and the nature of the business. 
The company has maintained proper records of inventory. As explained to us, there was no 
material discrepancies noticed on physical verification of stocks, as compared to the books of 
record. 
3. a). According to the information and explanation given to us, the Company has granted 
unsecured and secured loans to the companies, firms or other parties covered in the register of 
the Companies Act 1956. At the year end, the outstanding balance of such loan granted 
aggregated to Rs. 3.28 Lacs from twenty eight parties. 
The company is regular in recovery of the principal amount, whenever stipulated. 
There is no over- due amount of said loans granted to company. 
3. b. The company has taken the unsecured loan fi-om the parties listed under Companies Act 
1956. At the year end the outstanding balance of such loan taken aggregated to Rs. 183.37 
Lacs from twenty nine parties. 
The company is regular in repaying of the principal amount, whenever stipulated. 
4.. On the basis of audit performed by us and according to the information given to us, on 
our enquires on this behalf and the records produced to us for our verification , the particulars 
of contracts required to be entered in to the register in pursuance of the Companies Act 1956 
have been entered. 
5. In our opinion the internal audit system as in force during the year was commensurate with 
the size of the company and the nature of the company's business. 
6. The company is generally regular in depositing undisputed statutory dues with appropriate 
authorities including provident fund, investor education and production fund , employees state 
insurance, income tax, fringe benefit tax , vat tax, wealth tax service tax, excise duty, custom 
duty. 
7. The company is not having any accumulated losses at the end of the financial year and has 
not incurred any cash losses during the financial year covered by the audit or in the immediate 
preceding financial year. 
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8. According to the information and explanation given to us, no preferential allotment of 
shares have been made by the company to companies or firms listed in the register maintained 
under Companies Act 1956. 
9. According to the information and explanation given to us, and on an overall examination of 
the Balance Sheet of the company, we report that no funds raised on short term basis have 
been used for long term investment. 
10. Based on the audit procedures performed and information and explanations given by the 
management, we report that no fraud on or by the company has been noticed or reported 
during the course of our audit. 
19. BALANCE SHEET AS ON 31^ ^ MARCH, 2006 
Sources of fund 
shareholders' funds 
Share Capital 
Reserve & Surplus 
Amount (rs) 
80,000,000.00 
5,982,859.40 
Amount (rs) 
8,000,000.00 
5,176,065.25 
LOAN FUNDS 
Secured Loans 
Unsecured Loans 
38,825,161.32 
14.312.252.39 
67.120.273.11 
23,187,146.53 
18.337.527.62 
54.700.739.40 
APPLICATION OF FUNDS FIXED ASSETS 
Gross Block 
Less: Depreciation 
INVESTMENT 
31,862,219.28 
13.332.292.42 
18.529,926.86 
-
26,607,594.54 
12.482.047.07 
14.179,547.47 
59,000.00 
CURRENT ASSETS, LOAN & ADVANCES 
Inventories 
Sundry & debtors 
Cash & Bank Balance 
Loan & Advances 
Less: Current Liabilities 
11,857,038.00 
81,280,201.58 
1,055,607.12 
7.920.716.27 
102,113,562.97 
53.523.216.27 
48.590.346.25 
67,120,273.11 
20,422,465.00 
32,739,003.93 
917,817.34 
6.500.990.56 
60,580,276.83 
20.118.084.90 
40.462.191.93 
54,700,739.40 
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PROFIT & LOSS ACCOUNT FOR THE YEAR ENDED 31^^ MARCH, 2006 
PARTICULARS 
INCOME 
Sales 
Interest 
Other Income 
Increase/decrease in Stock in process 
EXPENDITURE 
Cost of Material Consumed 
Manufacturing Expenses 
Administrative Expenses 
Selling & Distribution Expenses 
Interest & Financial Expenses 
Depreciation 
PROFIT/LOSS 
PROVISION FOR: CURRENT TAX 
FBT 
PROFIT AFTER TAXATION 
BALANCE BROUGHT FORWARD 
PROFIT CARRIED TO BALANCE 
SHEET 
3L03.2006 
Amount (Rs.) 
201,996,077.35 
35.465.79 
3L03.2005 
Amount (Rs.) 
90,949,980.87 
88,612.00 
14,951.00 
91.089.009.66 
75,337,770.07 
5,648,792.00 
4,415,819.67 
3,386,246.00 
1,229,612.13 
90,018,239.87 
1,076,769.79 
348,402.00 
8,830.00 
731,197.79 
4,444,867.46 
5,176,065.25 
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20. Directors and Auditors Report for the financial year ended on 3r' March, 2006. 
Directors Report: 
The directors of the company are presenting the EIGHTEENTH Annual Report with the 
audited balance sheet and profit & loss account for the year ended 31" March, 2006. 
Financial Results: 
Profit before Depreciation and Tax : Rs. 30.47 Lacs 
Less: Depreciation : Rs. 15.03 Lacs 
Provision for Taxation : Rs. 7.37 Lacs 
Profit after Depreciation and Tax : Rs. 8.07 Lacs 
Directors are glad to report that the company during the year has been able to improve its 
profitability despite such competitive scenario. 
Keeping in view of the long term and ever increasing working capital requirement of 
business, the company wishes to continue with the policy of conserving the financial 
resources and accordingly ploughed back the profit of the year in to the business. The 
company didn't recommend any dividend for this financial year 
Auditors Report: 
We have audited the attached Balance Sheet of the Company at 3 T' March, 2006 and Profit & 
Loss Account for the year ended on that date, annexed thereto. These financial statements are 
the responsibility of the company's Management. Our responsibility is to express opinion on 
these Financial Statements based on our audit. 
We conducted our audit in accordance with auditing standard generally accepted in India. 
Those Standards require that we plan and perform the audit to obtain reasonable assurance 
about whether the financial statements are free from material miss statement. An audit also 
includes examining on a test basis, evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing the accounting principles used \and 
significant estimate made my management, as well as evaluating the overall financial 
presentations. We believe that our audits provide reasonable bases for our opinion. 
1. As required by the companies (auditor's report) order, 2003 and read together with the 
companies (auditor's report) amendment order 2004, issued by the Central Government 
of India in terms of section 227(4a) of the Companies Act, 1956, we enclose in the 
annexure a statement on the matters specified in paragraphs 4 and 5 of the said order. 
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2. Further to our comments in the annexure referred to in paragraph 1 above we report 
that :-
(a) We have obtained all the information and explanation, which to the best of our 
l<nowledge and belief were necessary for the purpose of our audit; 
(b) In our opinion proper blocks of account as required by law have been kept by the 
company so for as it appears from our examination of those books; 
(c) The Balance Sheet and the Profit and Loss Account dealt by this report are in 
agreement with the books of accounts. 
(d) In our opinion; the Profit and Loss Account and Balance Sheet are in compliance 
with the accounting standards referred to in sub sections (3c) of section 211 of the 
company's act 1956; 
(e) On the basis of written representations received from the directors as on 31 March 
2006; and taken all record by the board of directors; we report that none of the directors 
disqualified as on 31 March 2006 from being appointed as a director in terms of clause 
(g) of subsection (1) of section 274 of the Company's Act 1956. 
(f) In our opinion and to the best of our information and according to the explanation 
given to us, the said account gives the information by the Companies Act 1956, in the 
manner so required and give a true and fair view In conformity with the accounting 
principles generally accepted in India. 
i) In so far as it relates to the balance sheet, of the state affairs of the Company 
as at 31 March, 2006. 
ii) In so far as it relates to the profit and loss accounts, of the profit of the Company 
and that date 
Annexure referred to in paragraph 1 of our report on the accounts of the Company as 
on 31'* March, 2006. 
1. The company has maintained proper records showing full particulars including details and 
situation of fixed assets on the basis of information available. 
According to the information and explanation given to us, the fixed assets have been 
physically verified by the management during the year in a phased periodically manner 
which, in our opinion, is reasonable, having regard to the size of company and the nature of 
the assets. No discrepancies were noticed on such verification. 
No substantial part of the fixed assets has been disposed off during the year. 
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2. As explained to us, the inventories have been physically verified by the management during 
the year. In our opinion the frequency of such verification is reasonable having regard of the 
size of the company and the nature of the business. 
In our opinion and according to the information and explanation given to us, the procedures of 
physical verification of inventories followed by the management are reasonable and adequate 
in relation to the size of the company and the nature of the business. 
The Company has maintained proper records of inventory. As explained to us, there was no 
material discrepancies noticed on physical verification of stocks, as compared to the books of 
record. 
3. a.) According to the information and explanation given to us, the has granted unsecured 
and secured loans to the companies, firms or other parties covered in the register of the 
Companies Act 1956. At the year end, the outstanding balance of such loan granted 
aggregated to Rs. NIL. 
The company is regular in recovery of the principal amount, whenever stipulated. 
There is no over-due amount of said loans granted to company. 
b). The Company has taken the unsecured loan from the parties listed under Companies Act 
1956. At the year end the outstanding balance of such loan taken aggregated to Rs.143.12 
Lacs from twenty eight parties 
The company is regular in repaying of the principal amount, whenever stipulated. 
5. On the basis of audit performed by us and according to the information given to us on our 
enquires on this behalf and the records produced to us for our verification , the particulars of 
contracts required to be entered in to the register in pursuance of the Companies Act 1956 
have been entered. 
6. In our opinion the internal audit system as in force during the year was commensurate with 
the size of the company and the nature of the company's business. 
7. The company is generally regular in depositing undisputed statutory dues with appropriate 
authorities including provident fund, investor education and production fund , employees state 
insurance, income tax, fringe benefit tax , vat tax, wealth tax service tax, excise duty, custom 
duty. 
8. TTie company is not having any accumulated losses at the end of the financial year and has 
not incurred any cash losses during the financial year covered by the audit or in the immediate 
preceding financial year. 
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9. according the information and explanation given to us, no preferential allotment of shares 
have been made by the company to companies or firms listed in the register maintained under 
Companies Act 1956. 
10. According the information and explanation given to us, and on an overall examination of 
the balance sheet of the company, we report that no funds raised on short term basis have 
been used for long term investment. 
11. Based on the audit procedures performed and information and explanations given by the 
management, we report that no fraud on or by the company has been noticed or reported 
during the course of our audit. 
21. BALANCE SHEET AS ON 31^^ MARCH, 2007 
Amount (Rs.) Amount (Rs.) 
SOURCES OF FUND SHAREHOLDERS' FUNDS 
Share Capital 
Reserve & Surplus 
LOAN FUNDS 
Secured Loans 
1 1 
Unsecured Loans 
DEFERRED TAX LIABILITIES 
80,000,000.00 
7,362,570.29 
46,749,613.69 
21,864,809.44 
523,630.00 
84.500.623.42 
8,000,000.00 
5,982,859.40 
38,825,161.32 
14,312,252.39 
441.455.00 
67.561.728.11 
APPLICATION OF FUNDS FIXED ASSETS 
Gross Block 
Less: Depreciation 
INVESTMENT 
38,977,994.42 
16.240,030.13 
22.737.964.29 
140,000.00 
31,862,219.28 
13.332.292.42 
18.529.926.86 
-
CURRENT ASSETS. LOAN & ADVANCES 
Inventories 
Sundry & debtors 
Cash & Bank Balance 
Loan & Advances 
Less: Current Liabilities 
41,062,238.00 
47,626,623.85 
1,268,114.66 
18.170.202.98 
108,127,179.49 
46,504,520.36 
61.622,659.13 
84.500.623.42 
11,857,038.00 
81,280,201.58 
1,055,607.12 
7.920.716.27 
102,113,562.97 
53,081,761.72 
49.031.801.25 
67,561,728.11 
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PROFIT & LOSS ACCOUNT FOR THE YEAR ENDED 31^^ MARCH, 2007 
PARTICULARS 
INCOME 
Sales 
Interest 
Other Income 
Increase/decrease in Stock 
EXPENDITURE 
Cost of Material Consumed 
Manufacturing Expenses 
Administrative Expenses 
Selling & Distribution Exps 
Interest & Financial Exps 
Depreciation 
PROFIT/LOSS 
PROVISION FOR: CURRENT 
:FBT 
: DEFERRED TAX 
PROFIT AFTER TAXATION 
BALANCE BROUGHT FORWARD 
PROFIT CARRIED TO B/S. 
31.03.2007 Amount 
(Rs.) 
196,441,535.13 
126,927.00 
170,337.00 
23.467.105.00 
220.205.904.13 
176,314,256.73 
15,787,954.24 
10,352,663.95 
7,150,806.52 
5,549,137.09 
2.907.737.71 
218.062,556.24 
2,143,337.89 
528,462.00 
153,000.00 
2,175.00 
1,379,710.89 
5,982,859.40 
7,362,570.29 
31.03.2006 Amount (Rs.) 
201,996,077.35 
49,594.00 
391,241.79 
5.284.393.00 
197.152.520.14 
158,778,132.37 
13,188,949.17 
8,975,609.78 
9,116,486.72 
4,046,621.52 
1.502,762.43 
195.608.561.99 
1,543,958.15 
600,079.00 
90,000.00 
47,085.00 
806,794.15 
5,176,065.25 
5,982,859.40 
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22. Directors and Auditors Report for the financial year ended on 31" March, 2007. 
Directors Report: 
The directors of the company are presenting the NINETEENTH Annual Report with the 
audited balance sheet and profit & loss account for the year ended 31" March, 2007. 
Financial Results: 
Profit before Depreciation and Tax 
Less: Depreciation 
Provision for Taxation 
Profit after Depreciation and Tax 
Rs. 50.51 Lacs 
Rs. 29.07 Lacs 
Rs. 7.64 Lacs 
Rs. 13.80 Lacs 
Directors are glad to report that the company during the year has been able to better its 
profitability despite such competitive scenario. 
Keeping in view of the long term and ever increasing working capital requirement of 
business, the company wishes to continue with the policy of conserving the financial 
resources and accordingly ploughed back the profit of the year in to the business. The 
company didn't recommend any dividend for this financial year 
Auditors Report: 
We have audited the attached Balance Sheet of the Company as at 31" March, 2007 and Profit 
& Loss Account for the year ended on that date, annexed thereto. These financial statements 
are the responsibility of the company's Management. Our responsibility is to express opinion 
on these Financial statements based on our audit. 
We conducted our audit in accordance with auditing standard generally accepted in India. 
Those Standards require that we plan and perform the audit to obtain reasonable assurance 
about whether the financial statements are free from material miss statement. An audit also 
includes examining on a test basis, evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing the accounfing principles used \and 
significant estimate made by management, as well as evaluating the overall financial 
presentations. We believe that our audits provide reasonable bases for our opinion. 
1. As required by the companies (auditor's report) order, 2003 and read together with 
the companies (auditor's report) amendment order 2004, issued by the Central 
Government of India in terms of section 227(4a) of the Companies Act 1956, we 
enclose in the annexure a statement on the matters specified in paragraphs 4 and 5 of 
the said order 
By.GSPopli 176 
CREDIT FLOWS AND THEIR USES IN SMEs SECTOR IN INDIA IN THE POST WTO ERA 
2. Further to our comments in the annexure referred to in paragraph 1 above we report 
that 
(a) We have obtained all the information and explanation, which to the best of our 
knowledge and belief were necessary for the purpose of our audit; 
(b) In our opinion proper blocks of account as required by law have been kept by the 
company so for as it appears from our examination of those books; 
(c) The Balance Sheet and the Profit and Loss account dealt by this report are in 
agreement with the books of accounts. 
(d) In our opinion; the Profit and Loss Account and Balance Sheet are in compliance 
with the accounting standard referred to in sub sections (3c) of section 211 of the 
company's act 1956; 
(e) On the basis of written representations received from the directors as on 31 March 
2007; and taken all record by the board of directors; we report that none of the directors 
disqualified as on 31 March 2007 from being appointed as a director in terms of clause 
(g) of subsection (1) of section 274 of the company's act 1956. 
(f) In our opinion and to the best of our information and according to the explanation 
given to us, the said account gives the information by the Companies Act 1956, in the 
manner so required and gives a true and fair view In conformity with the accounting 
principles generally accepted in India. 
i) In so far as it relates to the Balance Sheet, of the of state affairs of the Company 
as at 31 March, 2007. 
ii) In so far as it relates to the profit and loss accounts, of the profit of the 
Company and that date 
Annexure referred to in paragraph 1 of our report on the accounts of the Company for 
the ended 3f' March, 2007. 
1. The company has maintained proper records showing full particulars including details and 
situation of fixed assets on the basis of information available. 
According to the information and explanation given to us, the fixed assets have been 
physically verified by the management during the year in a phased periodically manner 
which, in our opinion, is reasonable, having regard to the size of company and the nature of 
the assets. No discrepancies were noticed on such verification. 
No substantial part of the fixed assets has been disposed off during the year. 
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2. As explained to us, the inventories have been physically verified by the management 
during the year. In our opinion the frequency of such verification is reasonable having regard 
of the size of the company and the nature of the business. 
in our opinion and according to the information and explanation given to us, the procedures of 
physical verification of inventories followed by the management are reasonable and adequate 
in relation to the size of the company and the nature of the business. 
The company has maintained proper records of inventory. As explained to us, there was no 
material discrepancies noticed on physical verification of stocks, as compared to the books of 
record. 
3. a). According to the information and explanation given to us, the Company has granted 
unsecured and secured loans to the companies, firms or other parties covered in the register of 
the Company's Act 1956. At the year end, the outstanding balance of such loan granted 
aggregated to Rs. NIL. 
The company is regular in recovery of the principal amount, whenever stipulated. 
There is no over-due amount of said loans granted to company. 
b). The company has taken the unsecured loan from the parties listed under Companies Act 
1956. At the year end the outstanding balance of such loan taken aggregated to Rs, 218.65 
Lacs from twenty eight parties 
The company is regular in repaying of the principal amount, whenever stipulated. 
5.a). On the basis of audit performed by us and according to the information given to us on 
our enquires on this behalf and the records produced to us for our verification , the particulars 
of contracts required to be entered in to the register in pursuance of the Companies Act 1956 
have been entered. 
b). In respect of transactions with parties with whom transactions exceeding value Rupees 
five lacks have been entered during the financial year. 
6. In our opinion the internal audit system as in force during the year was commensurate with 
the size of the company and the nature of the company's business. 
7. The Company is generally regular in depositing undisputed statutory dues with appropriate 
authorities including provident fund, investor education and production ftind , employees state 
insurance, income tax, fringe benefit tax , vat tax, wealth tax service tax, excise duty, custom 
duty. 
8. The company is not having any accumulated losses at the end of the financial year and has 
not incurred any cash losses during the financial year covered by the audit or in the immediate 
preceding financial year. 
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9. According to the information and explanation given to us, no preferential allotment of 
shares have been made by the company to companies or firms listed in the register maintained 
under Companies Act 1956. 
10. According to the information and explanation given to us, and on an overall examination 
of the balance sheet of the company, we report that no funds raised on short term basis have 
been used for long term investment. 
11. Based on the audit procedures performed and information and explanations given by the 
management, we report that no fraud on or by the company has been noticed or reported 
during the course of our audit. 
23. Analysis of Balance Sheet for the year ended on 31" March 2005,2006 and 2007 
Year 
Percentage growth 
SOURCES OF FUND 
Share Capital 
Reserve & Surplus 
LOAN FUNDS 
Secured Loans 
Unsecured Loans 
APPLICATION OF FUNDS 
Fixed assets 
Less: Depreciation 
CURRENT ASSETS, LOAN & ADVANCES 
Inventories 
Sundry & debtors 
Cash & Bank Balance 
Loan & Advances 
Less: Current Liabilities & Provisions 
2005 
%Rise& 
Fall 
Constant 
16.45 
46.46 
34.54 
15.2 
9.65 
-26.67 
130.01 
-19.17 
193.21 
9.54 
2006 
%Rise& 
Fall 
constant 
15.58 
67.74 
-21.95 
19.74 
7.27 
-41.94 
148.26 
15.01 
21.83 
166.04 
2007 
%Rise& 
Fall 
constant 
23.06 
20.41 
73.67 
22.33 
21.8 
246.31 
-70.66 
20.13 
129.4 
-12.93 
As we have seen above, the share capital of the company remained constant through- out the 
years from 2005 to 2007. But when we analyse the Reserves and surplus, there is continuous 
increase in it. There was an increase of 16.45% in 2005, 15.58% in 2006 and 23.6% in the 
year 2007. It shows that the company is progressing and following the policy of sound 
management. Further, the company's secured loans are also increasing which shows that the 
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company is making progress in the business that's why it is able to increase its secured loan 
continuously. As we have seen above, in the year 2006, company had increased its secured 
loan to mitigate the down fall in the unsecured loans of the Company. The decline in the 
unsecured loan i.e. 21.95% is recovered by the company in the year 2007. As such, the 
sources of funds of the company are continuously increasing year by year, which shows that 
the company is progressing. 
Now talking about application of these funds, the fiinds are used adequately and in a 
balanced manner but at some times the company made mistakes and used the funds in 
unevenly manner. As shown above, the company had used its funds adequately in raising its 
fixed assets from time to time. In the year 2005, the company raised its fixed assets by 
15.20% and with near same percentage company keeps on increasing its fixed assets. The 
company was not able to manage its current assets properly in the year 2007, because in this 
year the company had very many fluctuations in inventories, sundry debtors, loan and 
advances, liabilities and its provision. 
The company had increased its inventories by 246.31% as compared to previous year's 
inventories. Furthermore, the Company decreased the sundry debtors by 70.66%), which is 
not a good sign for the company. Again in loans and advances, company had changed its 
policy and increased it by 129.40%) and decrease the payment of liability up to the extent of 
12.93%), which had been increased by 166.04%) in the year 2006. So due to these reasons, the 
company's turnover decreased as compared with the year 2006. But the company recovered 
in the year 2008 and the overall performance of the company is found to be satisfactory. 
24. Analysis of Profit and Loss account for the year ended on 31" March 2005,2006 and 
2007: 
Year 
Percentage growth 
INCOME 
Sales 
Interest 
EXPENDITURE 
Cost of Mat. Consumed & Mfg. Exp. 
Administrative Expenses 
Selling & Distribution Expenses 
Interest & Financial Expenses 
Depreciation 
2005 
%Rise& Fall 
17.26 
4.00 
16.15 
17.23 
19.71 
17.47 
-7.48 
6.46 
12.39 
2006 
%Rise& Fall 
122.24 
122.10 
231.71 
123.16 
135.61 
55.94 
106.6 
19.50 
22.21 
2007 
%Rise& Fall 
8.77 
-8.41 
155.93 
8.54 
8.37 
15.34 
-21.56 
37.13 
93.49 
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From the analysis of the results depicted above we observe that the income of the company is 
increasing continuously. In the year 2005 it has increased by 17.26%, and in the year 2007 
the income of the company increased by 122.24% which shows that the company is 
performing very well and in the parallel the expenditure of the company is also increased by 
the same percentage. 
As seen above, the sales of the company increased by 122.10% which shows that the 
company is diversifying its business. Interest of the company is also increased by huge 
percentage. In the year the 2006 interest gained by the company mounted to be 231.71% and 
in the year 2008, the Company had made progress and able to increase its interest by 
155.93%. 
The company spends its income in different forms such as buying material for production, 
expenses incurred in the manufacturing process of the product, administrative expenses such 
as personal expenses, traveling expenses, repair and maintenance of plant and machinery, 
auditor's fees and the remuneration given to the directors etc., selling and distribution 
expenses such as advertisement, freight, packing material, rebate, octroi etc., interest and 
financial expenses. 
We observe from the above analysis that the company had increased the percentage of its 
expenditure on the cost of materials consumed and selling & distribution expenses in the year 
2006, as these are reported to be the major sources through which the company earns profits 
and publicity. But in the year 2008, the company had decreased the percentage of 
expenditure on selling & distribution. It has been reported that the company had not spend 
heavily on publicity this year, due to which the selling and distribution expenses of the 
company has been reported down by 21.56%. However, the overall functioning of the 
company is found to be satisfactory. 
25. Comments on: 
25.1) Track Record in Project Implementation: 
Being already working unit, this is N.A. However, the company is running their business 
smoothly. 
25.2) Track Record in Achievement of Targets (Last 3 years): 
Against the previous estimates of the turnover submitted by the company at the time of 
renewals, achievements have been as under: 
Projection 
Achievement 
31.03.05 
1044.00 
909.50 
31.03.06 
1200.00 
2019.96 
31.03.07 
1850.00 
1964.41 
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As is clear the company has not been able to achieve the projections during 2004-05. 
However, the company has surpassed the sales targets with a handsome margin during the 
year 2005-06 & 2006-07. 
25.3) Repayment Record: 
Party is regular in repayment without any default. 
25.4) Succession Plan: 
Since it is closely held Private Company it can be accepted that a well laid succession plan is 
in place 
A. Bad Account - M/s. XYZ Rubber Udyog. (Name Changed) 
This account has not been managed properly. The funds have been diversified to non-
business activities. This SME Unit had availed certain credit facilities from a nationalized 
bank. But, they had not planned, managed and utilized the funds in a judicious way and the 
unit stand closed now. The account is proving difficult for recovery. It is a very fit example 
of bad management. It shows that if the funds are not utilized properly and decisions are not 
taken, keeping in mind the long term future of the company, it may collapse. The analysis of 
the company has been done on the undemoted parameters :-
1. History of the Unit: 
This is a registered partnership firm, dealing in the production of Hawai chapels and P.T. 
shoes. The partners of the firm are Mr. S.K. Gupta and Mr. M.K. Sharma (Name changed). 
The partnership firm was constituted in 1987 and started its production in 1988. The company 
achieved the sales figure of Rs. 5.65 lacs in the first year of its operation. In the second year 
of its operation it increased its sales to Rs. 9.56 lacs. Initially, the firm was set up in a 
residential area i.e. Shalimar Bagh, Sahibabad and remained in operation for fourteen years at 
this place. During this period, they earned valuable goodwill for its quality, service and 
competitive prices. They built up vast dealer network in Delhi, its peripheral cities and other 
state capitals of the country for marketing of their products. A sales office for marketing of 
the products of the company was also opened in Bombay in the year 1994. But the Company 
had to shift their industrial unit to some other area in Mohan Nagar on the objections of 
residents and local bodies, as the unit was operating in a residential area. Finally, the unit had 
to be closed as it was not even making upto the mark of break-even-point. 
2. Location and infrastructure. 
But the location of the unit was not selected judiciously. It was set up in a residential area of 
Sahibabad and had to be shifted to Mohan Nagar in 2000, due to the objections of residents, 
local bodies, GDA and City Board. They purchased their own land and spent huge amount on 
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construction of the factory building. They diversified their funds from the company and were 
left with little capital to invest in the business. As a result, their sales started declining and 
they could not achieve the desired targets. Now, they started incurring losses and 
approximately 14.50 Lakhs of their funds were locked in the factory building causing 
shortage of Working Capital resulting in slackness in running the factory at full capacity. 
Further, the company was not able to reach even break- even point. The Company was in 
short of funds and was not able to meet out the daily expenses. Then, they again decided to 
shift their factory to Delhi, citing many reasons to the bank.. The amount of loans availed 
was increasing as they were neither paying the installments nor routing their sales through 
their Cash Credit account with the bank. 
3. Products and Manufacturing 
They kept on manufacturing Hawai Chapels and P.T. Shoes. Neither they diversified their 
products nor markets for selling their products. There was no addition to the partnership firm 
it was being managed by the same partners. They diversified the funds of the company and 
were not able to meet out the demand due to scarcity of the working capital. Gradually the 
demand of the products also went down and they had to close the unit. 
4. Value of the Account. 
The unit had been enjoying credit facilities from a nationalized bank for more than two 
decades. The bank has been very accommodative and tried their best to help the unit from 
time to time. But the company never achieved the projected targets. The even diversified the 
funds to some other activities. Now, they are not paying the amount outstanding and the 
account is proving difficult for recovery. 
5. Shareholding Pattern of the firm 
The unit was established by both the partnership on equally sharing partnership and till today 
they are the partners with 50-50 ratio. 
6. Credit Rating of the Account 
The bank has done the credit rating of the bank and it has been rated very poor on all the 
fronts viz. Financial, Industry, Business, Conduct of the Account and Management 
parameters. 
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7. Performance of the Company: 
The Sales and Net Profits of the firm for the last six years are as under: 
Financial Year 
2000-01 
2001-02 
2002-03 
2003-04 
2004-05 
2005-06 
Sales (In Lacs) 
37.03 
39.05 
27.47 
18.27 
22.40 
17.25 
Net Profit/Loss (In Lacs) 
1.86 
2.22 
- 1.97 
- 3.75 
-2.24 
-3.22 
We can observe from the analysis of the above data that the firm has done well upto 2001-02. 
They could achieve sales of Rs. 37.03 lacs and profits of Rs. 1.86 lacs in the financial year 
2000-01 and Rs. 39.05 lacs sales and profits of Rs. 2.22 lacs as on March 2002. . After that, 
the sales started declining and the unit could register sales figures of Rs. 27.47 lacs in 2002-
03 and Rs. 18.27 lacs in 2003-04., 22.40 lacs in 2004-05 and 17.25 lacs in 2005-06. The 
profits were also declining and the firm had to suffer losses continuously from 2002-03 to 
2005-06 amounting to Rs. 3.75 lacs, 2.24 lacs and 3.22 lacs resp. The overall performance of 
the Company is very poor. 
@ Sales 
• Net Profit/Loss 
2005-06 2004-05 2003-04 2002-03 2001-02 2000-01 
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8. Detail of Credit Facilities: 
The firm was enjoying the undemoted credit facilities from a nationalized bank as on March 
2006. All the facilities are overdrawn due to application of interest and non deposits of 
amount by the firm. 
A) Working Capital 
a. Cash Credit Limit 
b. Discounting of Bills 
c. Bank Guarantee 
B) Term Loan 
a..Reviving establishing dealers' network 
b..Construction of Factory Building 
(Rs. Lacs) 
10.00 
2.00 
4.00 
2.30 
7.00 
The total Working Capital available with the company was Rs. 16.00 Lacs. This included a 
cash credit limit of Rs. 10.00 Lacs, discounting of bills up to Rs. 2.00 Lacs and bank 
guarantee of Rs. 4.00 Lacs. The other credit facilities available with company were in the 
form of term loans, which were taken for the purpose of constructing the factory building and 
to buy the vehicle for company use. The term loan of Rs. 7.00 Lacs was taken for the 
construction of the factory building and the loan of Rs. 2.30 Lacs was taken for reviving 
dealer's network and to buy the vehicle for business purposes. 
OWorking Capital 
Cash Credit Discounting of Banit . 
Limit Bills Guarantee 
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I Term Loan 
9. Balance Sheet as at 31st March 2004 
Manufacturing, Trading & Profit and Loss Account for the year ended 31st March 2004 
Particulars 
Opening Stock 
Direct Expenses 
Purchases 
Consumable Stores 
Freight & Cartage 
Wages 
Gross Profit 
Indirect Expenses 
Administrative 
Expenses 
Advertisement 
Expenses 
Bank Charges 
Depreciation 
Electricity Expenses 
Insurance Expenses 
interest on Capital 
Legal Expenses 
Salary to Partners 
Amount 
1,23,328.00 
26, 55,339.50 
5,185.00 
5,090.00 
12,250.00 
1,76,790.00 
28, 54,644.50 
9,940.00 
9,430.00 
4,334.00 
40,818.00 
6,860.00 
11,667.00 
1,01,931.00 
1,570.00 
1 02,000.00 
Particulars 
By Sales 
Closing Stock 
Gross profit B/F 
Amount 
18,27,084.50 
10,27,560.00 
28, 54,644.50 
1,76,790.00 
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Salary to Staff 
Liabilities : 
(Sources of Funds) 
Partner's Capital 
Unsecured Loan 
Liabilities Payable 
Sundry Creditors 
Assets : (Application 
of Funds) 
Fixed Assets 
Cash in hand 
Cash in Bank 
Sundry Deposits 
Sundry Debtors 
Closing Stock 
Net Loss 
1,63,240.00 
4,51,790.00 
9, 60,553.22 
4, 97,025.00 
30,332.14 
4, 29,865.75 
19,17,776.01 
1,92,704.75 
4,233.23 
75,971.09 
67,677.00 
1,74,630.04 
10,27,560.00 
3,75,000.00 
19,17,776.01 
Net Loss 3,75,000.00 
4,51 ,790.00 
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10. Balance Sheet as at 31$t March 2005 
Manufacturing, Trading & Profit and Loss Account for the Year ended 31" March 
2005 
Particulars 
Opening Stock 
Direct EXDS. 
Purchases 
Consumable Stores 
Freight & Cartage 
Wages 
Gross Profit C/D 
Indirect Expenses 
Administrative 
Expenses 
Advertisement 
Expenses 
Bani< Charges 
Bank Interest 
Depreciation 
Electricity Expenses 
Insurance Expenses 
Interest on Capital 
Legal Expenses 
Salary to Partners 
Salary to Staff 
Amount 
10,27,560.00 
16,81,993.53 
25,744.50 
7,474.00 
2,83,516.00 
8, 63,539.97 
38, 89,828.00 
17,914.00 
82,477.00 
1,28.686.00 
26,224.00 
2,00,028.51 
40,639.00 
5,849.00 
2,21,603.10 
4,350.00 
50,000.00 
3, 19,810.00 
Particulars 
By Sales 
By Closing Stock 
Gross Profit B/F 
Indirect Income 
Sort & Excess 
Net Loss 
Amount 
22,40,676.00 
16,49.152.00 
38, 89,828.00 
8,63,539.97 
212.30 
2 24,518.34 
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Miscellaneous Exps. 
Liabilities 
Sources of Funds 
Partners Capital 
Unsecured Loan 
Liabilities Payable 
Sundry Creditors 
Bank Loan (C/C) 
Assets 
Fixed Assets 
Cash in hand 
Security Deposits 
Sundry Debtors 
Closing Stock 
Net Loss: 
Previous year 
Net Loss-Current 
Year 
10,88.270.61 
11,01,308.77 
24,21,876.16 
30,679.00 
11,59,192.43 
4,57,016.02 
36, 36,374.00 
7,361.26 
1,03,877.00 
9, 88,020.00 
16,49,152.00 
3,75,000.00 
2,24,518.34 
10.88,270.61 
11. Balance Sheet March 2006 
Manufacturing, Trading & Profit and Loss Account for the year ended 31st March 2006 
Particulars 
Opening Stock 
Direct Exps 
Amount 
16,49,152.00 
Particulars 
By Sales 
Amount 
19,25,000.00 
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Purchases 
Consumable Stores 
Freight & Cartage 
Wages 
Gross Profit C/D 
Indirect Exps. 
Administrative 
Expenses 
Advertisement 
Expenses 
Bank Charges 
Banii Interest 
Depreciation 
Electricity Expenses 
Insurance Expenses 
Interest on Capital 
Legal Expenses 
Salary to Partners 
Salary to Staff 
Liabilities 
Sources of Funds 
Partner's Capital 
Unsecured Loans 
Liabilities Payable 
Sundry Creditors 
Oriental Bank of 
Commerce 
8,89,379.92 
3,404.64 
20,679.00 
5,82,871.00 
4. 82.453.50 
36, 27,940.06 
4,776.00 
13,200.00 
7,553.00 
2,50,677.50 
1,72,271.00 
12,027.00 
13,599.00 
1,20,343.00 
2,200.00 
59,000.00 
1,49,195.00 
8,04,841.50 
10,02,855.97 
9, 57,308.72 
11,062.00 
10,53,132.47 
4,51,350.85 
Closing Stock 
By Gross Profit B/F 
Net Loss 
17,02,940.06 
36, 27,940.06 
4,82, 453.50 
3,22,388.00 
8,04,841.50 
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Assets 
Fixed Assets 
Cash in hand 
Sundry Deposits 
Advances to 
Suppliers 
Sundry Debtors 
Closing Stock 
Net Loss during the 
year C/F 
34,75,710.01 
19,99,910.00 
12,363.63 
98,665.00 
3,733.00 
5, 87,368.04 
6,49,152.00 
1,24,518.34 
34,75,710.01 
16. Gradual downfall of the Company: 
Till year 2000, the manufacturing unit of the company was located at Shalimar Garden, 
Sahibabad. As the unit was operating in a residential area, the local bodies, GDA and City 
Board had raised objections. They had to shift their company in a new area. They shifted the 
unit in Mohan Nagar thinking that it's an industrial area and they will not face any problem in 
running the business. The unit started working there. The factory building and the plans of 
the project were got approved from GDA, the local body. The company was also got 
registered under SSI with District Industry Center, Ghaziabad and they located their Head 
Office in Delhi. 
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They diversified their funds in constructing the building for the factory and were left with 
little capital to invest in the business. As a result, their sales started declining and they could 
not achieve the desired targets. Now, they started incurring losses and approximately 14.50 
Lakhs of their funds were locked in the factory building causing shortage of Working Capital 
and slackness in running the factory at full capacity. Further, the company was not able to 
reach even break- even point. The Company was in short of funds and they had to leave that 
premises without realising the cost of the building i.e. 16 Lakh and payment of interest 
amounting to Rs. 9.00 Lakh to UPSIDC, due on outstanding premium amount of land. 
They once again decided to shift the unit from Mohan Nagar to Industrial Complex, Weaver's 
Colony, Nand Nagari, Delhi citing the undemoted reasons :-
1. All the raw materials were being purchased from Delhi and most of the finished goods 
were also sold in Delhi. So the company was incurring extra transportation cost to the tune of 
2% appx. 
2. Similarly, the company had to pay CST @ 4% on purchases from Delhi, as the raw 
material being used by the company was available there only due to which they had to spend 
more in producing the same goods. 
3. In UP, all the purchases are being controlled by Form No. 31 and there is always a time lag 
in procuring these forms from Trade Tax Officer, Ghaziabad. In the absence of form 31 the 
company was not able to get the raw materials in time. 
Because of these reasons, they were finding themselves in a financial distress position in 
running the business in Mohan Nagar, Ghaziabad. In such a situation, they were not ready to 
run the business in Mohan Nagar and disposed off the land and building and shifted to a 
convenient place in Delhi to maintain their supplies to the esteemed customers. 
Finally, they shifted their unit in Weaver Colony, Delhi. They requested the Bank to increase 
their Cash Credit Limit so that they can run their business properly. The bank sanctioned the 
required amount after considering the various factors attached with this account. But still 
company could not manage their affairs properly and ultimately they collapsed and had to 
close down their business. The sales of the company from 2006 to 2007 were : 
Year / Month 
Apr-2006 
May-2006 
Jun-2006 
Jul-2006 
Amount (Rs. Lacs) 
1.43 
1.51 
0.90 
0.98 
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Aug-2006 
Sep-2006 
Oct-2006 
Nov-2006 
Dec-2006 
Jan-2007 
Feb-2007 
1.83 
0.44 
0.27 
5.41 
4.17 
3.50 
0.83 
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From the analysis of the above, we observe that there was a lot of fluctuation in the sales of 
the company. It shows that the company was not able to manage its sales properly. They 
informed the bank authorities that their sales declined due to the sealing done at various 
client's showroom in Delhi and availability of cheap imported products fi-om China. 
As a consequence of all these factors, the company was not in a position to operate their Cash 
Credit Account properly. So they requested the bank that the company will not be able to 
pay off the Cash Credit Account. The company asked the bank to convert it into term loan 
having 36 Equally Monthly Installments for being able to pay the amount. But neither they 
are paying the interest amount nor the principal account and the Bank has filed a Recovery 
Shit against the company to recover the Bank's dues. 
Comparison between M/s. ABC Rubber Industry and M/S XYZ Rubber Udyog : 
By analyzing the growth pattern of M/s. ABC Rubber Industry, we observe that this firm has 
been started two decades ago i.e. in the year 1988. It was incorporated with the efforts of 
Mr.R.K. Kalra and Mrs. Shyama Arora and at that time its main objective was to manufacture 
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chapels only. Initially the sales were very low i.e. about 34.49 Lacs. Later on the company 
progressed and two more partners joined the company. They planned very well and 
diversified their business. The company added the manufacturing of canvas shoes alongwith 
Hawai Chappels. They contracted with various Govt, organizations for supply of the shoes 
to enhance their sales. They also increased the value of their company by setting up three 
sister concerns viz. M/S T.R. footwear, M/S R.K Rubber Ltd. and M/S Oshion. This was 
very important move and helped the company to enter into new areas of business. They were 
working on a well planned diversified strategy. This helped the company to add more 
products in their manufacturing activity. They diversified their business further and entered 
into the manufacturing of rain coats and rubber sheets. By applying their diversification 
strategy, the company was able not only to increase their sales but profit after tax also year 
by year continuously. The diversification of the business had remained the continuous 
process in the development of the Company. They had a great vision and always thought 
about the future of the company. 
On the other hand, if we analyse M/S XYZ Rubber Udyog, we observe that it was also 
incorporated two decades ago i.e. in the year 1989, by S.K. Gupta and M.K. Sharma. Though 
the company fared well fill the year 2000 but after that it started declining. The first 
drawback of the company was that they were not visionary and didn't thought about the 
future of the company. Secondly, they did not diversify their business but remained stuck 
only with the same products, same one unit with same partners, which they had set up in 
Shalimar Garden, Sahibabad. They had not planned well and the unit was not set-up at the 
right place. They were supposed to know the law of the land and should not have set-up the 
industrial unit in a residenfial area. Due to the objections of the local residents, they had to 
close down their unit and shift to Mohan Nagar, Sahibabad. Their business was well set up 
there also but again they made the same mistake and did not visualize the future of the 
company. They had not analyse the problems properly and kept on working without any 
future strategy. They have no idea about the future of the company. But they just kept on 
working by applying short cuts methods by keeping the present condition in mind. Instead of 
diversifying their business they diversified their funds on the purchase of land and 
construction of the factory building. With the result, they were left with very less working 
capital for carrying on their business. 
Again they closed down their unit at Mohan Nagar, Ghaziabad and shifted to Delhi, quoting 
various reasons to the bank authorities, such as, raw material was easily available in Delhi, 
there was no delay of raw material i.e., they get the raw material on fime, their most of the 
business was with the customers of Delhi and it will save the transportation cost. So they 
shifted their unit once again but could not survive and ultimately they had to close down their 
business. 
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Now let us compare the various parameters responsible for the growth and decline of the 
companies studied above. Till year 2002 M/S XYZ Rubber Udyog was running quite 
smoothly but after that this company started facing some problems due to which the sales of 
the company declined. But, M/s. ABC Rubber Industries because of their planning, 
diversification and realistic projections of their sales they achieved more than expected sales. 
Let us have a look on the turnover of both the companies:-
1. Comparison of Percentage of Rise and fall in Turnover of the Companies: 
% rise & fell 
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2005 
4% 
2005 
-4.06% 
% Rise & fall 
in turnover 
2006 
122% 
2006 
-27.22% 
% Rise & fall 
in turnover 
2007 
-8.41% 
2007 
26.14 
% Rise & fall 
in turnover 
2008 
10% 
2008 
-15.26% 
As we have seen above M/S ABC Rubber Industry is performing very well in comparison to 
M/S. XYZ Rubber Udyog. As mentioned above, the growth rate of M/S. ABC Rubber is 
increasing continuously in comparison to M/S. XYZ Rubber Udyog, whose turnover was 
decreasing year by year. Overall turnover growth rate of M/S ABC Rubber Industries is very 
good. Though, the growth rate has decreased in 2007 but after that the company had 
maintained its growth trend and the growth rate is increased by 10% in 2008. 
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But when we talk of M/S XYZ Rubber Udyog its growth rate decreased year by year as 
shown above and continuously kept on decreasing. There is a decline in the turnover of the 
company since 2005, it declined by 4.06% in the year 2005, but the company tried to improve 
its condition by putting some extra efforts. The turnover of the company increased by 
26.14% in the year 2007, but the company couldn't sustain this tempo for long and the 
turnover of the company declined by 15.26% in 2008. 
2. Comparison of Percentage Rise and fall in Net Profit of the Companies: 
Percentage Rise & Fall 
Year 
ABC Rubber Pvt. Ltd. 
Year 
XYZ Rubber Udyog 
%Rise & fall in 
Net profit 
2005 
10.39 
2005 
-84.36 
%Rise & fall in 
Net profit 
2006 
71 
2006 
-59.87 
%Rise & fall in 
Net profit 
2007 
122.97 
2007 
-82.36 
Net profits of M/S ABC Rubber have increased continuously year by year. This shows that 
the company is growing. As we have seen above the performance of the company in the year 
2007 is mind boggling. There is an increase of 122.97% in the net profits as compared with 
last year's growth. The company had always achieved more than the projected targets. This 
shows that the company is improving and growing year by year continuously. 
But when we compare the net profits of ABC Rubber with M/S. XYZ Rubber Udyog, we 
observe that the results of M/s. XYZ Rubber Udyog are very poor. When the graphs of both 
companies were analyzed, it was observed that XYZ Rubber Udyog always goes in the 
negative direction which means that the company is showing losses as compared to profits. 
But, ABC Rubber's net profit goes on increasing as shown above i.e. an increase by 122.97% 
during the last financial year. 
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3. Comparison of Percentage Rise and fall in Sundry Creditors of the companies: 
% Rise & Fall in 
Sundry 
Creditors 
ABC RUBBER PVT LTD XYZ RUBBER UDYOG 
40 
30 
20 
10 
0 
-10 
-20 
-30 
Percentage Rise & Fall 
Year 
M/s. ABC Rubber Pvt. Ltd. 
Year 
M/s. XYZ Rubber Udyog 
% Rise & fall in 
Sundry Cr. 
2005 
18.19 
2005 
31.91 
% Rise & fall in 
Sundry Cr. 
2006 
-14.58 
2006 
14.49 
% Rise & fall in 
Sundry Cr, 
2007 
-20.1 
2007 
10.07 
As we have seen above the percentage of Sundry Creditors of ABC Rubber decreased 
continuously. It shows that the company is progressing and had not left with much of sundry 
creditors over the years. In the year 2005, there is an increase in sundry creditors of ABC 
Rubber by 18.19% and after that it decreased continuously, as shown above. But in case of 
XYZ Rubber Udyog, it kept on increasing continuously, which is a negative sign from the 
financial point of view. In the year 2005, it increased by 31.91%, 14.49% in 2006 and 
10.07% in 2007, which shows the financial declination of the company. 
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4. Comparison of Percentage Rise and fall in Debt-equity Ratio of the companies: 
Ratio 
Year 
M/s. ABC Rubber Pvt. Ltd. 
Year 
M/s. XYZ Rubber Udyog 
Debt-equity ratio 
2005 
1.54 
2005 
0.5 
Debt-equity ratio 
2006 
1.51 
2006 
1.4 
Debt-equity ratio 
2007 
1.89 
2007 
2.61 
2.5 ' 
2 ' 
e2005 
• 2006 
D2007 
ABC Rubber Pvt XYZ Rubber 
Ltd. Udyog 
This ratio ascertains the long term financial position of the firms. High ratio indicates that the 
firm or company is in a risky financial zone and low ratio indicates that the company is in safe 
financial position. Low ratio also indicates that the company uses more equity than debt 
which means larger safety margin for the creditors. The favourable ratio for the companies 
for smooth working should be 2:1 as per financial parameters. 
Debt-Equity ratio of the ABC Rubber is at a safisfactory level for the year 2005 & 2006 i.e. 
1.54:1 & 1.51. In the year 2007 company move come close to the favourable ratio i.e. 1.89:1 
but in the 2008 it exceeds the favourable rafio and recorded 2.40:1. So, we can conclude that 
in the year 2005 and 2006 the company had low debt-equity ratio, which represent the safe 
financial position of the company. It means larger safety margin for creditors i.e. more use of 
equity than debt, but in the year 2007 they tried to achieve the favourable ratio and came very 
close to it. 
But, the debt-equity ratio of XYZ Rubber Udyog in the year 2005 is found to be very low, 
which indicates that the company is using more of equity and had not used its debt. In the 
year 2006, it was found that XYZ Rubber Udyog exceeded the limit and became dependent 
on the debt available with them, which on the company's part is not a good policy. But this 
By.GSPopli 
CREDIT FLOWS AND THEIR USES IN SMEs SECTOR IN INDIA IN THE POST WTO ERA 
kind of situation is not being seen in ABC Rubber as they had followed the balanced pattern 
using both equity as well as debt in the right combination. 
5. Comparison of Percentage Rise and fall in Current Ratio of the Companies: 
Ratio 
Year 
M/s.ABC Rubber Pvt. Ltd. 
Year 
M/s. XYZ Rubber Udyog 
Current ratio 
2005 
1.24 
2005 
2.93 
Current ratio 
2006 
1.10 
2006 
1.38 
Current ratio 
2007 
1.15 
2007 
1.28 
This ratio helps in assessing the ability of an enterprise to meet its short term liabilities 
promptly. The favourable ratio of the company having 25% of margin on working capital 
should be 1.33:1 and for the company having margin of 20% on working capital should be 
1.71:1. 
Low current ratio indicates that the company may not be able to meet its current liabilities in 
time i.e. on de dates and the working capital is inadequate. High ratio indicates that funds are 
not being used properly and the same are lying idle with the company. 
As we have seen above, the current ratio of 2005 pertaining to ABC Rubber is in a favorable 
condition but in the year 2006 is was little bit low. But overall ratio is found to be 
satisfactory when it is compared with XYZ Rubber Udyog. We observe that in the year 2005 
XYZ Rubber Udyog was not able to use their fiinds properly as the ratio was 2.93:1 but in the 
year 2006 and 2007, the company used its funds quite properly. 
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6. Comparison of Percentage Rise and fall in Net working capital of the Companies: 
Net working capital 
Year 
M/s.ABC Rubber Pvt. Ltd. 
Year 
M/s.XYZ Rubber Udyog 
% Rise & fall 
2005 
-15.3 
2005 
-5.34 
% Rise & fall 
2006 
60.00 
2006 
-185.57 
% Rise & fall 
2007 
74.78 
2007 
10.36 
As seen above, the working capital available with ABC Rubber in the year 2005 decreased by 
15.3%, but later on company progressed and there is 60% increase in the NWC of the 
company. This shows that company is having sufficient amount of capital to run and to invest 
in the business. But if the same is compared with XYZ Rubber Udyog, it was found that in 
the year 2005 it had a decrease of 5.34%. The company was financially weak in 2006 and had 
a decline ratio of 185.87%. This shows that the company had not sufficient capital to invest in 
their business. 
7. Comparison of Percentage Rise and fall in Current assets of the Companies: 
% Rise & Fall 
Year 
M/s.ABC Rubber Pvt. Ltd. 
Year 
M/s.XYZ Rubber Udyog 
% rise & fall in 
current assets 
2005 
83.26 
2005 
48.46 
% rise & fall in 
current assets 
2006 
6.34 
2006 
-199.2 
% rise & fall in 
current assets 
2007 
9.16 
2007 
45 
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As seen above, the current assets available with ABC Rubber in the year 2005 increased by 
83.26%. Though the company progressed next year also but there is an increase of 6.34 per 
cent only in the current assets of the company. This indicates that the company is having 
sufficient amount of current assets to run the business and to invest in the business. But if the 
same is compared with XYZ Rubber Udyog, it was found that it had an increment of 48.46% 
in 2005. But, the company declined financially in 2006 and had a decrement of 199.20%. 
This shows that the company was not left with much assets/fiinds to run the business but on 
the other hand the ABC Rubber has been progressing continuously 
8. Comparison of Percentage Rise and fall in Tangible Net Worth of the Companies: 
Tangible net worth 
Year 
M/s.ABC Rubber Pvt. Ltd. 
Year 
M/s. XYZ Rubber Udyog 
% Rise & fall 
2005 
6.12 
2005 
3.51 
% Rise & fall 
2006 
9.86 
2006 
4.42 
% Rise & fall 
2007 
19.98 
2007 
9.81 
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Tangible Net worth of ABC Rubber is increasing continuously i.e. in the year 2006, it had 
increased by 6.12% as compared with last year's growth. Further more in the year 2007, 
Tangible Net worth also increased by 9.86%. The company had improved its performance 
every year. It is being seen that paid up capital of the company remained at constant level but 
only the reserves and surplus increased. This shows that company is running with satisfactory 
profits. But as compared with ABC Rubber, the XYZ Rubber Udyog was also on the 
increasing trend i.e.. Tangible Net worth of the Company was also increasing, but the 
difference is that in ABC Rubber the paid up capital remained at the constant level, there is an 
increase in reserves and surpluses. But in the case of M/S. XYZ Rubber Udyog, the tangible 
net worth of the company had increased because of the increase in paid up capital of the 
company, which means that the owners of the company are investing more and more every 
year. 
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Chapter- 7 
SUMMARY, FINDINGS AND 
CONCLUSION 
By: Prof. G S Popli 
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CHAPTER-7; SUMMARY. FINDINGS AND CONCLUSION 
An attempt has been made to summarise the analysis and interpretation on the financial 
requirement and their uses by the Indian SMEs in the post WTO era covering the performance 
and financial appraisal of the industries taken as sample from the Indian SMEs and 
Bankers/Officials/Policy Makers in India as explained ftilly in the previous chapter and 
conclusions have been drawn on those basis in this chapter and some recommendations have 
been made to gear up the performance of Small and Medium Enterprises in India. 
7.1. Summary 
After war there raised economic gap between developed and underdeveloped countries. 
Industrialisation is a basic condition for the growth of all underdeveloped countries which are 
by and large primarily agricultural, and where agricultural growth too would come from 
industrial growth. Industrial plays a vital role in the economic development of a nation by 
increasing and diversifying the production capacity and raising the standard of living of the 
people. Indian economy is said to be underdeveloped but it has vast resources, which are 
either unutilized or under utilized. It has huge manpower but a major section of it is lying 
idle. Production is important process but technology used in this process is outdated. Inspite 
of industralisation in many underdeveloped countries, per capita income remained unchanged. 
The term industralisation is used to denote the growth of manufacturing industries. Before 
industralisation, Indian economy was backward and encountered serious obstacles like 
shortage of finance and material resources, dependence on the world market and foreign 
technical knowhow and limited domestic market etc. During the initial stage of 
industralisation in India, the emphasis was on heavy industries and many were set up. In this 
process, Private Sector also got significant place. Without industralisation rapid economic 
growth and effective rising of standard of living is not possible. The main goal of 
industralisation was to be the creation of a self-reliant economy based on the domestic 
market. It has been observed that there is a close and positive correlation between the extent 
of industralisation and the growth of the economy. 
Industrial development is a complex process requiring the effective interaction and 
cooperation of all section of society. For this purpose, industrial policies were framed by the 
Government to accelerate the pace of industrial growth, rapid increase in levels of 
employment, productivity and income of industrial workers and wide dispersal of Small and 
Medium Industries and to achieve the willing cooperation of Industrial Workers, Managers, 
Entrepreneurs, Financial Institutions and various Government authorities responsible for 
implementing scheme of assistance. In the process of industrial development. Small and 
Medium Industries are best suited for under developed and capital scarce economic like India. 
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Before independence, SME Industry was meant to denote the village and urban cottage 
industry. Small Scale Industries were indigenous with historical background. They received 
encouragement and support during freedom movement. But after industralisation, Small 
Scale Industries played vital role in the progress of the country. These industries by and large 
represent technology. The primary object of developing Small and Medium Industries in 
rural area was to generate better employment opportunities, raise income and standard of 
living and bring about a more balanced and integrated rural economy. Small and Medium 
Industries are also essential for providing subsidiary or alternate occupations and the 
utilization of local raw materials or catering to local markets. 
The industrial policy of a country reflects the directions and pattern of industrial development 
that it desires to achieve for socio-economic and political objectives of the country. Since, 
independence, India formulated its industrial policy at different periods of time. Besides this, 
the industrial policy resolution underlines the priorities of Large, Medium and Small Scale 
Sector in the country. 
To a certain extent, the post independence success of Small and Medium Scale Industries in 
India underlines the government support through plan period. The total outlay increased from 
one plan to another. Government has promoted a number of institutions to assist the growth 
of Small and Medium Industries from selection to marketing. These agencies and institutions 
have been grouped into Advisory Boards, Government Institutions and Corporate 
Institutions. Industrialisation Policy Resolution, 1948 added that the healthy expansion of 
cottage and Small Scale Industries depends on a number of factors such as provision of raw 
material, cheap power, technical advice, organized marketing of their products and where 
necessary, safeguards against intensive competition by Large Scale Industries. During the 
Industrial Policy Resolution of 1956, the importance of locational factors like the availability 
of raw material, cheap power, water supply, transport facilities were recognized. It felt that 
these would be provided in those regions where they are not available. In the Industrial 
Policy of 1990, main emphasis was on the measure for promotion of Small Scale and agro 
based industries. 
A major reform process in the Indian Economic Policy regime has been underway since July 
1991 in response to a serious macro-economic crisis. The new policy regime's aim has been 
to liberalize the regulations on domestic economic transactions and a much greater integration 
with the world economy. The reforms on the external front included the devaluation of an 
over-valued Exchange Rate, removal of quantitative resfrictions on the imports of a majority 
of the items, reduction in tariff rates, permission to Foreign Direct Investment for entry in 
every sector of the economy etc. 
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Domestic Policy Reforms include the abolition of licensing requirements for investments in 
majority of industries, opening of hitherto reserved areas of the Public Sector to the Private 
Sector, removal of restrictions on the operation of large industrial houses, reduction in price 
controls, reforms in the financial sector and in the capital markets. As expected, policy 
reforms injected a good measure of competitiveness and market orientation in the Indian 
Economy. 
These reforms are yet to touch the policies relating to the Small Scale Industries. However, 
the Government of India has realized the need for reforms in the existing policies for the 
Small and Medium Scale Industries to facilitate the growth of viable and efficient Small 
Enterprises in the changing environment. Therefore, the Government had constituted various 
Expert Groups / Working Groups to encourage the Small and Medium Enterprises in the 
country. 
Under the World Trade Organization regime, new opportunities are being created for 
linkages among SMEs across the globe. The dismantling of the textile quotas has been 
received by the SMEs in India with great enthusiasm. Export of garments is a dominant 
characteristic of Indian SMEs. Other sectors, such as biotech, IT and IT enabled services, 
footwear etc. have shown a promising potential. Closer connectivity of India's large 
agricultural resources affords growing opportunities for new ventures. India's vast pool of 
talented and educated persons and low-cost labour can translate into possibilities for foreign 
collaborations. 
7.2. Findings and Suggestions 
The findings from this study have been presented in three parts, viz. pertaining to SME 
Industry, pertaining to Bankers/Officials and pertaining to comparison of two SME Accounts. 
7.2.1 Findings from the study of Small and Medium Enterprises 
Findings 
(i). Pertaining to problems of SMEs Sector in 
India. 
• It has been reported by 73.7 per cent SMEs, 
which accounts for 81.2 per cent Small 
Industries and 66.2 per cent Medium 
Industries that they are purchasing Raw 
Material from the local markets only 
• It has been analysed that 66.3 per cent of the 
surveyed units are still using the flexible type 
Suggestions 
The SMEs should explore the big 
markets at national and international 
level. 
There is a need to upgrade the 
technology in the production. 
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of technology in the main processing in their 
units, which is outdated. This is 68.8 per cent 
for Small Industries and 63.8 Medium 
Industries. 
It has been observed that 19.4 per cent SMEs 
are still operating manually i.e. 23.7 per cent 
Small Industries and 15 per cent Medium 
Industries and 66.9 per cent SMEs are using 
the Semi-Automatic Machines in their 
production process. It accounts for 63.8 per 
cent for Small Industries and 70 per cent for 
Medium Industries. It shows that more than 
86 per cent of the surveyed SMEs are still 
working either as manually or on semi-
automatic machines. 
61.9 per cent of the surveyed SMEs have 
reported that they are applying the system of 
Material Handling as Manual. It is 76.2 per 
cent for Small Industries and 47.5 per cent 
for Medium Industries. Chi-Square for Small 
and Medium Enterprises is 14.01557, which 
is significant at 0.01 level. 
It has been observed that 91.3 per cent of the 
surveyed SMEs are using phone as the 
communication code. 
18.7 per cent of the surveyed SME Units 
have reported that they are still processing & 
storing information manually in their Units. 
It accounts for 30 per cent for Small 
Industries and 7.5 per cent for Medium 
Industries. Chi-Square 13.29231 is 
significant at 0.01 level. 
As for as the position of collection of Market 
Information is concerned 31.9 per cent has no 
such system. It is 47.5 per cent for Small 
marketing, 
distribution 
SMEs. 
communication and 
channels of Indian 
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Industries and 16.2 per cent for Medium 
Industries. Chi-Square 17.98885, is 
significant at 0.01 level. 
Out of the surveyed SMEs, which are 
collecting market information, 23.9 per cent 
are once in a month, 44 per cent once in a 
quarter, 16.6 per cent once in six months and 
15.5 per cent once in a year. 
It has been reported by 50.6 per cent of the 
surveyed SME Units that they are facing the 
collection/payment problem. It accounts for 
51.2 per cent for Small Industries and 50 per 
cent for Medium Industries. 
The Bad Debts problem has been observed as 
<5 per cent of sales in 83.8 per cent of the 
surveyed Units, <10 per cent in 11.8 per cent 
Units and 10 to 15 per cent of sales in 4.4 per 
cent of the surveyed units. 
It has been observed that 50.6 per cent of the 
surveyed SME Units are using the selling 
directly to customer's method as the 
distribution channel. It accounts for 53.8 per 
cent for Small Industries and 47.5 per cent 
for Medium Industries. This is significant at 
0.05 level. 
It has been observed that 63.1 per cent of the 
surveyed SMEs have no brand name. It 
accounts for 68.8 per cent for Small 
Industries and 57.5 per cent for Medium 
Industries. 
It has been reported by 46.9 per cent of the 
surveyed SMEs that there is a demand 
constraint in the post WTO era. This view 
has been expressed by 43.7 per cent of Small 
Industries and 50 per cent Medium 
The SMEs should invest in Research 
& Development and should collect 
the market information on regular 
basis. 
The Govt, should strengthen the 
recovery mechanism. 
The SMEs should strengthen their 
distribution network. 
The SMEs need to use brand name in 
this globalization era. 
The Govt, should ensure easy and 
timely availability of funds for SME 
Industries. 
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industries. 
• 60 per cent of the surveyed SMEs have 
reported that the funds were not made 
available easily by the Financial Institutions. 
This view has been expressed by 70 per cent 
of the surveyed Small Industries and 50 per 
cent of the Medium Industries. Chi-Square 
6.6667 per cent is significant at 0.01 level. 
• It has been reported by 90.6 per cent of the 
surveyed SME Units that they are not 
availing any Government help. This view 
has been expressed by 96.3 per cent Small 
Industries and 85 per cent Medium 
Industries. Chi-Square 5.95862 is significant 
at 0.05 level. 
(ii). Deployment of available funds by SME 
Industries 
• It has been observed that 79.4 per cent of the 
sample units required funds for deployment 
from outside sources i.e. 127 out of 160 
surveyed SMEs. This view was expressed by 
72.5 per cent Small Industries and 86.3 per 
cent Medium Industries. 
• Out of the above, the requirement of Funds 
for Fixed Capital <Rs. 25 Lacs was conveyed 
by 52.7 per cent, accounting for 63.7 per cent 
for Small Industries and 63.4 per cent 
Medium Industries. The requirement of < 
Rs. 50 Lacs was conveyed by 26.8 per cent 
of the sample units, accounting for 27.5 per 
cent Small Industries and 26.1 per cent 
Medium Industries. It was <Rs. 1 Crore for 
12.6 per cent of the sample units, accounting 
for 1.7 per cent for Small Industries and 21.7 
per cent Medium Industries. Further, > 1.00 
The Govt, should publicise these 
policies and SMEs should also be 
aware of the Govt, help and 
assistance and should avail these 
facilities. 
The Financial Institutions and 
Commercial Banks should encourage 
SMEs to avail loans on easy terms. 
The SMEs and Fls/Commercial 
Banks should ensure proper 
deployment of funds. 
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Crore was required by the remaining 7.9 per 
cent of the surveyed units, accounting for 6.9 
per cent for Small Industries and 8.8 per cent 
for Medium Industries. The Chi-Square 
12.69401 was significant at 0.05 level. 
• The requirement of finance for deployment in 
Plant & Machinery to the size of <Rs. 25 
Lacs was conveyed by 53.5 per cent of 127 
SMEs out of 160 surveyed Units, which 
required ilinds from outside. The requirement 
of <Rs. 50 Lacs was conveyed by 27.6 per 
cent SMEs, accounting for 19 per cent Small 
Industries and 34.8 per cent Medium 
Industries. The requirement of <Rs. 1 Crore 
was conveyed by 8.7 per cent of the sample 
units, accounting for 6.9 per cent for Small 
Industries and 10.1 per cent for Medium 
Industries. The remaining 10.2 per cent 
required ftinds > Rs. 1.00 crore for 
deployment in Plant & Machinery. This 
view was conveyed by Medium Industries 
only. The Chi-Square 23.70735 was 
significant at 0.01 level. 
As far as the deployment of funds in Working Capital 
is concerned, the requirement of >Rs. 10 Lacs was 
conveyed by 41.7 per cent of the 127 SMEs, which 
required finance from outside. This view has been 
expressed by 56.9 per cent Small Industries and 29 
per cent Medium Industries. The requirement of 
>Rs. 20 lacs was conveyed by 24.4 per cent SMEs, 
accounting for 27.6 per cent Small Industries and 
21.7 per cent Medium Industries. The requirement of 
>Rs. 50 Lacs has been conveyed by 15.7 per cent 
SMEs, accounting for 8.6 per cent Small Industries 
and 21.7 per cent Medium Industries. The 
requirement of Funds >Rs. 1.00 Crore for 
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deployment in Working Capital was conveyed by 
18.2 per cent SMEs, accounting for 6.9 per cent for 
Small Industries and 27.6 per cent Medium 
Industries. 
(iii). Requirement of Funds by SMEs. 
• It has been observed that 79.4 per cent of the 
surveyed Units have conveyed that they will 
require funds from Financial Institutions in 
the post WTO era. This view has been 
expressed by 72.5 per cent Small Industries 
and 86.2 per cent Medium Industries. 
• it has been analysed that 68.7 per cent of the 
sample SMEs will require funds for change 
in production process in their industrial units. 
• 53.7 per cent SMEs will require funds for 
changing their work allocation after the 
change of technology. This view has been 
expressed by 62.5 per cent Small Industries 
and 53.7 per cent Medium Industries. 
• It has been reported by 70.6 per cent of the 
surveyed units that they will require fiinds for 
effecting change in material inventories after 
the change of technology. 
• it has been observed that 45.6 per cent of the 
surveyed SMEs will require funds from 
outside for effecting change in their 
communication system in the plant. This 
view has been conveyed by 42.5 per cent 
Small Industries and 48.7 per cent Medium 
Industries. 
• 46.2 per cent of the surveyed SME Units 
have conveyed that they will require fiinds 
for change in communication with the 
suppliers, accounting for 47.5 per cent for 
The requirement of finance for SME 
Sector will increase sharply. The 
Financial institutions and 
Commercial Banks should provide 
hassle-free finance to SMEs Sector 
on easy terms. 
The Commercial Banks and Financial 
Institutions should devise special 
schemes on easy terms for 
upgradation of technology in SMEs 
Sector. 
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Small Industries and 45 per cent for Medium 
Industries. 
53.8 per cent of the surveyed SMEs have 
conveyed that they will require funds for 
change in communication with customers, 
accounting for 50 per cent for Small 
Industries and 57.5 per cent for Medium 
Industries. 
It has been reported by 51.9 per cent of the 
surveyed units that they will require funds for 
effecting change in work allocation at plant 
level organization. This view has been 
expressed by 52.5 per cent Small Industries 
and 51.3 per cent Medium Industries. 
The frequency of effecting change at plant 
level organization has been conveyed 
monthly by 6 per cent SMEs, half yearly by 
80 per cent and yearly by 14 per cent of the 
surveyed Units. 
60.6 per cent of the surveyed SMEs have 
conveyed that they required funds for 
effecting change in work allocation at plant 
level organization after 1991. This view has 
been shared by 65 per cent Small Industries 
and 56.2 per cent Medium Industries. 
It has been reported by 67.5 per cent of the 
surveyed SMEs that they also required funds 
for change in work allocation at plant level 
organization after post WTO era. This view 
has been expressed by 70 per cent Small 
Industries and 65 per cent Medium 
Industries. 
The reasons for effecting change in 
Technology have been conveyed as : to 
improve the quality of the product (50.6 %), 
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to reduce the cost of production (48.8%), to 
improve the production process (43.8%), to 
increase the flexibility (35%), production 
diversification (21.9%) and any other reason 
by 5%. 
• It has been reported by 61.2 per cent of the 
surveyed SMEs that they will require fiinds 
for providing training, additional 
qualification of the staff after the upgradation 
of technology in their units. This view has 
been expressed by 55 per cent Small 
Industries and 67.5 per cent Medium 
Industries. 
• It has been observed that 58.7 per cent of the 
surveyed SMEs have conveyed that they will 
require funds for arranging additional 
Managers/Staff after the upgradation of the 
technology. This has been conveyed by 52.5 
per cent Small Industries and 65 per cent 
Medium Industries. 
• The requirement of professionally/technically 
qualified additional staff has been conveyed 
by all the surveyed SME Units. The 
requirement of professionally qualified 
personnel having MBA/CA/CS/ICWA has 
been conveyed by70 per cent, accounting for 
85.1 per cent for Small Industries and 75 per 
cent by Medium Industries. The requirement 
of BE/B.Tech has been conveyed by 18.8 per 
cent of surveyed SME Units, which accounts 
for 12.4 per cent for Small Industries and 25 
per cent for Medium Industries. 
• Status & level of surplus staff has been 
conveyed by surveyed SME Units. 38.1 per 
cent has conveyed surplus staff at Middle 
Level i.e. 46.1 by Small Industries and 34.6 
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per cent by Medium Industries, 40.5 per cent 
at Supervisory level, accounting for 46.2 per 
cent for Small Industries and 37.9 per cent 
Medium Industries and 9.5 Per cent at 
worker's level, accounting for 7.7. per cent 
for Small Industries and 10 per cent for 
Medium Industries 
It has been reported by 64.4 per cent of the 
surveyed SMEs that financial planning for 
retirement of the existing surplus staff will 
have to be carried out. This view has been 
expressed by 65 per cent Small Industries 
and 63.7 per cent Medium Industries. 
It has been analysed that 79.4 per cent has 
conveyed that they require finance from 
outside sources. This view has been 
expressed by 72.5 per cent of Small 
Industries and 86.2 per cent by Medium 
Industries. The Chi-Square 4.61942 is 
significant at 0.05 level. 
The overall sources of finance has been 
revealed as, Commercial Banks (75%), 
Personal (34.4%), Relatives (9.4%), 
Financial Institutions and Friends account for 
(6.9%) and mix of all the above sources is 5 
per cent. 
It has been observed that 93.4 per cent SMEs 
have informed that they no equity 
participation by other firms. This view has 
been expressed by 96 per cent Small 
Industries and 90.8 per cent Medium 
Industries. 
The SMEs should make use of equity 
participation by other firms to 
strengthen their financial position. 
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(iv). Govt. Policy for Protection of SME Sector in 
India 
• The analyses of the responses received from 
surveyed SME Industries reveal that 68.1 per 
cent feel that the Govt, policies are protecting 
the SME Sector in India. This view has been 
expressed by 62.5 per cent Small Industries 
and 73.7 per cent Medium Industries. 
• It has been informed by 94.4 per cent of the 
surveyed SMEs that Govt, assistance in 
marketing of their products is not available. 
This view has been expressed by 93.8 per 
cent Small Industries and 95 per cent 
Medium Industries. 
• 58.1 per cent of the surveyed SMEs have 
informed that the Government is regulating 
this sector through it's policies. This view 
has been expressed by 66.2 per cent Small 
Industries and 50 per cent Medium 
Industries. 
• It has been revealed by 80.6 per cent of the 
surveyed SME Units that the Government 
policies are very helpful in the development 
of SME Sector in India. This view has been 
expressed by 72.5 per cent Small Industries 
and 88.8 per cent Medium Industries. The 
Chi-Square 6.76169 is significant at 0.05 
level. 
• It has been reported by 75 per cent of the 
surveyed SME Units that the interest rates be 
linked with Credit Rating System. This view 
has been expressed by 71.3 per cent Small 
Industries and 78.8 per cent Medium 
Industries. The remaining 25 per cent has 
preferred the linkage of interest RATE for 
The Govt, should provide help in 
marketing of products produced by 
SMEs. 
The interest charged from SMEs be 
linked with Credit Rating System. 
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SME Industries with PLR. This view has 
been expressed by 28.7 per cent Small 
Industries and 21.2 per cent Medium 
Industries. 
As high as 93.8 per cent have expressed that 
the Govt. Policies on obtention of collateral 
security for loans be abolished. This view 
has been expressed by 92.5 per cent Small 
Industries and 95 per cent Medium 
Industries. 
It has been reported by 91.9 per cent of the 
surveyed SMEs that the Government's 
policies of other countries for SMEs Sector 
are better than the policies of our country. 
This view has been expressed by 90 per cent 
of the Small Industries and 93.8 per cent 
Medium Industries. 
75.6 per cent of the surveyed SME Industries 
have revealed that there is a need for change 
in Government Policies for the development 
of this sector in India. This view has been 
expressed by 62.5 per cent Small Industries 
and 88.8 per cent Medium Industries. 
The Govt, may consider waivement 
of collateral security upto some 
agreed amount. 
The Govt, should revise policies for 
SME Sector by incorporating the best 
policies of other countries. 
(vi). Challenges before Indian SMEs in the post 
WTO era. 
• It has been reported by 73.8 per cent of the 
surveyed SME Units that they are not 
exporting. This has been conveyed by 82.5 
per cent Small Industries and 65 per cent 
Medium Industries. The Indian SMEs are 
marketing their products at local, regional 
and national level only. This is multi facial 
question and hundred per cent are using local 
markets, 21.4 per cent national markets and 
0.6 per cent regional markets. 
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The demand constrained has been reported 
by 30.6 per cent of the surveyed SMEs 
Enterprises, in the post WTO era. This view 
has been expressed by 18.5 per cent Small 
Industries and 40 per cent Medium 
Enterprises. The remaining 69.4 per cent has 
informed that the demand is less constrained 
in the post WTO era. 
The competition level for SME Industries is 
highly competitive as conveyed by 58.1 per 
cent of the surveyed SME Units. This view 
has been expressed by 61.3 per cent Small 
Industries and 55 per cent Medium 
Industries. 
As high as 94.4 per cent of the surveyed 
SME Units have forecasted that there will be 
increase in demand in the post W.T.O. 
regime. This view has been expressed by 
92.5 per cent of the Small Industries and 96.3 
per cent of the Medium Industries. 
The reasons for markets being competitive in 
the post WTO Regime has been conveyed 
due to the reasons explained herewith. The 
reasons as , Entry of multinational companies 
in the post W.T.O era, increase in number of 
substitutable/ new products, customers are 
demanding in terms of quality/cost, number 
of suppliers are increasing and capacities of 
existing suppliers are enhanced. 
it has been reported by 93.1 per cent of the 
surveyed SME Units that the market will 
expand in the post W.T.O era. This view has 
been expressed by 88.8 per cent of the Small 
Industries and 97.5 per cent of the Medium 
Industries. 
The SMEs will have to improve the 
quality and to reduce the cost of their 
products to stay in demand. 
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The increase in Credit Requirement has been 
predicted by 73.8 per cent of the surveyed 
SMEs. It accounts for 72.5 per cent for 
Small Industries and 75 per cent for Medium 
Industries. 
The requirement of funds from outside 
sources at 10% of the working capital has 
been conveyed by 33.6 per cent of the 
surveyed SMEs i.e. 36.9 % by Small 
Industries and 39.7% of Medium Industries, 
20% of working capital by 25.5 %of the 
surveyed SMEs Units i.e. 25% Small 
Industries and 25.9% of Medium Industries, 
30%of working capital by 18.2% of the 
surveyed SME Industries i.e. 26.9% Small 
Industries and 10.3%) Medium Industries and 
50%) of working capital by 22.1% surveyed 
SME Industries i.e. 21.2% Small Industries 
and 24.1%) Medium Industries. 
The strategy development by the SME 
Industries in the post W.T.O. era has been 
suggested by the surveyed SME Industries. 
The preference-wise, it has been reported as, 
Improving the quality of products (77.9%), 
Improving the quality of machines (49.7%)), 
Cutting down cost (40.9%), Improving 
delivery schedules (30.9%)) and improving 
after-sales service (11.4%). 
A strong and supportive Financial 
System is required for development 
of SME Sector in India. 
7.2.2. Findings from survey of 25 Banliers / 
Officials 
(i). Change in Technology 
• 75 per cent of the Officials/Bankers 
interviewed feel need to upgrade technology 
in the post WTO era in order to compete with 
foreign players. 
The Bankers/Officials/Policy Makers 
also feel that there is a need to 
upgrade the technology in 
production, communication, 
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75 per cent has expressed technology 
upgradation after change of policy in 1991. 
The reason for change of technology 
(preference-wise) as : To improve the 
production process so as to increase the 
amount of output, to improve the quality of 
products, to reduce the cost of production, 
need of the hour and product diversification. 
60% : Need for change in the production 
process. 
70 per cent change in work allocation. 
70% Change in Material Handling. 
70 per cent change in the ways of 
Communication within the Plant, with 
Suppliers and with Customers. 
75 per cent feel that additional training will 
be required by the staff in the post WTO era. 
60 per cent feel that additional well qualified 
Managers/Staff will be required after 
upgradation of the existing technology. 
70 per cent has expressed that with the 
introduction of new technology some of the 
existing staff will be surplus. 
They also feel that some funds will be 
required to offer them retiring package. 
70 per cent Funds Requirement for retraining 
the existing staff for handling the new 
technology. 
50 per cent feel that they will approach 
Financial Institutions/Banks for this purpose. 
marketing and distribution system of 
SME Sector in India. 
A strong and supportive Taxation 
System is required for the 
development of this sector in India. 
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(ii). Taxation Pattern for SME Industry 
• 70 per cent feel Taxation Holiday Policy of 
Government is beneficial. 
• 70 per cent Present Taxation Policy is very 
important and crucial for the growth of this 
Sector in India. 
• 85 per cent: Fewer Taxes should be charged 
from SMEs for growth and development of 
this sector in India. 
(Hi). Financing Pattern for SME Industry 
• The main source of finance for SME Sector 
remains the Commercial Banks, as conveyed 
by 55 per cent of the Bankers/Officials 
covered in this study. Financial Institutions 
by 15 per cent and the remaining 30 per cent 
Mix of All the Available Sources of Finance 
is required for financing of the SME Sector 
in India. 
• 80 per cent: Generally the SMEs invest 50% 
of the total financed amount in Fixed 
Capital. 
• 80 per cent: Generally the SMEs invest 25% 
of the total financed amount in Plant & 
Machinery. 
• 80 per cent: Generally the SMEs invest 25% 
of the total financed amount Working Capital 
• 80 per cent feel that Indian SMEs are not yet 
resorting to Equity Participation from other 
firms. 
• It has been observed by 65 per cent of the 
Bankers/Officials interviewed that credit 
requirement of SMEs will increase after the 
WTO era. 
The Govt, should charge less taxes 
from SME Industries. 
A strong and supportive Financial 
System is required for the 
development of this sector in India. 
The Indian SMEs should explore this 
new source of finance. 
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• 65 per cent : credit flow to SME Sector is 
sufficient. 
• 95 % practicing the Composite Loan 
Scheme formulated by RBI. 
• 80 % : Encouraging the Technology Up-
gradation Loan Scheme formulated by RBI. 
• 75 % of the Bankers that they are not using 
any model in SMEs financing. 
• 90% Model of Credit Appraisal & Rating 
Tool, Risk Assessment Model and 
Comprehensive Rating Models developed by 
SIDBl is very helpful in SME financing. 
• 85 per cent Cluster Based Approach is more 
beneficial in SME financing. 
• 80% change in the present system of Credit 
Appraisals. The assessment of the person 
and activity is also important alongwith the 
assessment of the project. 
• 75% change the system of SMEs financing 
on the lines of system prevailing in the 
developed countries. 
(iv). Recovery in SMEs Accounts 
• 40 per cent Recovery of amount advanced to 
SME Sector is a problem. 
• 80% Debt Restructuring Scheme formulated 
by RBI helpful in recovering the Bad Debts 
amount. 
• 75%) that the One Time Settlement Scheme 
formulated by RBI is also helpful in recovery 
ofthe Bad Debts. 
• 60 per cent Credit Guarantee Scheme should 
be made more effective. 
The Commercial Banks and Financial 
Institutions should provide 
Technology upgradation 
The bankers should use the latest 
models for credit appraisals & rating 
tools for financing of SMEs. 
Cluster Based Approach be used for 
SMEs financing. 
The Commercial Banks/Financial 
Institutions should consider the 
assessment of the person and activity 
alongwith the project. 
The Indian Banks/FIs should finance 
SMEs on the lines of system 
prevailing in some developed 
countries ofthe world. 
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• 75% need to make the recovery system more 
effective. 
(v). Govt. Policy Measures for SME Industry 
• 55 per cent Govt, is giving more freedom to 
SMEs Unit in taking decisions. 
• 75% Govt, is supporting and not regulating 
the SMEs industries. 
• 70 per cent Govt, providing enough 
protection to the Financial Institutions. 
• 75% feel that SMEs need Govt, full support 
and assistance to compete at the international 
level. 
• 90% feel that the definition of the SMEs be 
linked to employment and turnover as 
prevalent in developed countries. 
70% Interest Rates be linked to PER and the 
remaining 30% feel that it should be linked 
with Credit Rating System. 
90 per cent more Specialized Branches be 
opened to increase the SME Financing in 
India. 
60 per cent Small Industry Development 
Bank of India should play more effective role 
in the SME Financing in India. 
80% Govt, should fix targets for SMEs 
financing for Public Sector, Private Sector 
and Foreign Banks. 
80% of the Bankers/Officials that SIDBI 
should play more active & effective role to 
ensure more aggressive SME Financing. 
The Govt, should establish a strong 
recovery mechanism to ensure 
speedy recovery of amount advanced 
to SMEs sector in India. 
The Govt, should keep on providing 
full support through policies 
measures to this sector. 
The Govt, should consider the change 
of definition by linking the same with 
employment and turnover as 
prevalent in developed countries, 
instead of investment in Plant & 
Machinery 
The charging of Interest from SMEs 
Sector be linked to PER. 
RBI should advise commercial banks 
to open more specialized branches 
for SME financing. 
SIDBI should play more effective 
and direct role in SME financing. 
RBI should fix targets for SME 
financing for all the commercial 
banks in Public, Private and Foreign 
Sector. 
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• 65 per cent of the Bankers/Officials 
interviewed feel that Govt, should conduct 
training programmes for SME Entrepreneurs. 
There should be special training 
programmes for SME's 
Entrepreneurs. 
7.2.3. Findings and Suggestions from Case Study 
1. There should be a thorough study on the location of the units. We should not set up 
the SME Units in the unapproved/unauthorized or residential areas. 
2. Laws of the land should be known to the Entrepreneurs and complied with strictly. 
3. We should avoid the short cuts for some immediate gains and should focus on the 
permanent methods for the growth and future of the company. 
4. Use of funds should be judiciously and properly. The companies should ensure that 
these are being used only for the business purposes and these should not be 
withdrawn from the business for some other uses. 
5. Projections should be made realistic one. If the company is not able to achieve the 
projections continuously, the goodwill of the owners and company suffers. 
6. The Bankers/Financial Institutions should always be given the true picture. We 
should not hide anything from them and should discuss our financial problems before 
thing go out of control. 
7. The SME Companies should upgrade their technology to enable them to compete in 
the markets. 
8. The quality of the products must be maintained. 
9. The company should concentrate on Research & Development also. 
10. The SME Companies should diversify their products and markets. 
11. Reserves and Surplus must be created out of profits. 
12. Good marketing strategy should be adopted for their products. 
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7.3. Conclusion : 
On the basis of conclusions drawn in the present study based on Questionnaire and interview 
from the Entrepreneurs/Bankers & Policy Makers the following suggestions are given for the 
development of Small and Medium Enterprises in India. 
1. The SMEs in India lacks in knowledge and use of modem techniques of production. 
2. There is a need to upgrade the technology in the Indian SME Sector. 
3. A strong and supportive Financial System is required for development of this sector 
in India. 
4. SMEs consider lack of quality consciousness, inadequate Govt, support, growth 
conducive environment and raising funds from market as major problems. 
5. Market research, welfare of employees and research & development are top ranking 
areas for making investments. 
6. Inadequate access to institutional finance has led the SMEs to depend upon informal 
sources of funding. Access to appropriately priced capital in order to enable SMEs to 
invest in capacity augmentation, technology and marketing is critical to achieve and 
maintain competitiveness. 
7. The requirement of finance for deployment in Fixed Assets, working capital and plant 
& machinery by SME Sector will increase sharply. The Financial Institutions and 
Commercial Banks should provide hassle-free finance on easy terms to this Sector. 
8. The Commercial Banks and Financial Institutions should devise special schemes on 
easy terms for upgradation of technology in SMEs Sector. 
9. The SMEs should make use of equity participation and Joint Ventures as alternatives 
sources of finance to strengthen their financial position. 
10. RBI should fix targets for SME financing for all the commercial banks in Public, 
Private and Foreign Sector. 
11. The SMEs and Financial Institutions should ensure proper/optimal deployment of 
funds in fixed assets, plants & machinery and working capital. 
12. The SMEs should select the location of their units very carefully. They should ensure 
that the law of the land is implemented properly. 
13. The SMEs should focus on diversification of products and markets for their 
production. 
14. There should be no diversification of funds. 
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15. The bankers should use the latest models for credit appraisals & rating tools for 
financing of SMEs. 
16. Cluster Based Approach be used for SMEs financing. 
17. The Commercial Banks/Financial Institutions should consider the assessment of the 
person and activity alongwith the project. 
18. The Indian Banks/FIs should finance SMEs on the lines of system prevailing in some 
developed countries of the world. 
19. The Govt, should provide help in marketing of products produced by SMEs. 
20. SMEs should be given some special concession on interest charged and should be 
linked with Credit Rating System. 
21. The Govt, may consider waivement of collateral security upto some agreed amount. 
22. Definition of SME Sector be linked to employment or turnover of the units instead to 
investment in Plant & Machinery. 
23. The Govt, should provide some protection to SME Sector in India in the pro WTO 
regime. 
24. SIDBI should play more effective and direct role for the development of SME Sector 
in India. 
25. In credit appraisals, not only the assessment of project, but also the assessment of the 
person and activity be considered. 
26. The Govt, should issue instructions to the Banks and Financial Institutions to avoid 
delay in sanctioning the Term Loans and Working Capitals. The procedure should be 
simplified. 
27. Tax structure should be revised. Transparency and simplification in tax procedures 
be ensured. There should be a system of charging fewer taxes from Small and 
Medium Enterprises. 
28. There should be more training Institutes for workers to ensure the availability of 
efficient and skilled workers e.g. ITIs. 
29. Most of the SMEs are inherited and their owners are not professionally qualified. As 
such, there should be specialized courses and Training Centers for owners of SMEs. 
30. There should be more specialized branches for ensuring finance to Small and 
Medium Enterprises. 
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31. There should be aware-generation programmes about Government policies 
pertaining to SME Sector. 
32. The Government should establish more Specialised Export Zones for Small and 
Medium Enterprises. 
33. Increased use of Information technology by SMEs in all the spheres of the business 
activities should be encouraged. 
34. There should be an overall Improvement in quality, cost and service to customers by 
the SMEs. 
35. The Government Agencies should provide guidance to SMEs on regular basis in 
marketing strategy. 
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CHAPTER-8: CONTRIBUTION TO NEW KNOWLEDGE 
This research will not only add to existing knowledge of Small and Medium Enterprises but 
would also help in understanding the problems of SME Sector in the post WTO era, with 
special reference to financial support system in India. 
In general, smaller firms experience greater market and customer uncertainty. Those who 
own and manage the small and medium businesses, exhibit a vastly greater range of 
aspirations than Owners/Managers of large firms. The smaller and medium firms rationally 
respond by favoring short over longer term gains and flexible over specific investments even 
where there is some cost penalty. 
The main barriers for SMEs competitiveness are inadequate technologies as well as 
inadequate in-house human expertise and poor financial resources. Resource scarcity can 
impact on the ability of small and medium firms to enter export markets and can also limit a 
smaller firm's ability to reach more advanced stages of internationalization. 
More significantly, SMEs have survived under protected environment so far. With the 
introduction of WTO many of the existing support structures would vanish and SMEs would 
have to struggle on their own. SMEs would not be able to compete with MNCs due to their 
inherent weaknesses such as obsolete technology, uncompetitive prices, poor quality of 
goods, costly credit, weak infrastructural facilities, plethora of labor legislation, lack of 
cohesion among SSI Units, ineffective associations, lack of up-to-date information and lack of 
international exposure etc. 
As such there is an urgent need to address these issues. However, of all, technology up-
gradation and modernization will be the most significant issue to be tackled on priority basis. 
The demand for fiance is bound to increase in the medium to long run in the very near future. 
The present study on 'Credit flows and their use in SMEs in India in the post WTO era" 
would help in not only addressing the emerging trends and opportunities in the SME Sector 
but also would focus on providing an adequate financial support system for the smooth 
growth of this Sector in our country. 
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CHAPTER- 9; LIMITATIONS OF THE STUDY 
(a). This study primarily looks on the past, current and future of SMEs as well as SME 
finances but more views of many shareholders for the SME systems need to be taken in 
consideration which exposes study's Limitation. 
(b). Further the present study will not take into account the units having investment of less 
than Rs. 1 lac owing to a number of problems viz. non-maintenance of the proper accounts, 
unwillingness of the very small units to share the information. 
©. We have used Purposive Sampling Method due to the requirement of quantitative and 
quantitative information requirement of this study instead of Random Sampling Method, 
which is considered to be more scientific. 
9.2. Directions for future Research 
During the course of study, the following issues have been identified but could not be 
attempted and are felt necessary for future research : 
(a). Issues involved in the need and adoption of technology by Indian SMEs. 
(b). Strategy development for internalization of Indian Small and Medium Industries. 
(c) Study on Sector specific SMEs Industries viz. Automobiles, Textile, Plastic, I.T. Sector 
and Iron & Steel. 
(d). Study on new sources of finance viz. Equity participation and Joint Ventures. 
(e). Application of Information Technology in Indian Small and Medium Industries. 
(f). Study on environment related issues in Indian Small and Medium Industries. 
Such an attempt may be made in the Indian Small and Medium Enterprises Sector. 
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Sample of Questionnaire used for SME Enterpreneures 
/. Research Questionnaire In Respect Of ((iro) Small & Medium Enterprises (SMEs) - For 
Industrialists 
Hello, I am G.S. POPLI, pursuing doctoral level research work for Ph. D degree from All India 
Management Association, Lodhi Road, Delhi in collaboration with Aligarh Muslim University, 
Aligarh for which I am conducting a survey on "'Credit Flows & Their Uses in SMEs Sector in 
India in the post WTO Era," 
In view of your rich experience in the field of SMEs working/financing, I venture into 
approaching you to record your valuable suggestions in my report through the following 
questionnaire. Kindly spare some moments from your busy schedule to fill in / answer the 
following questions / posers contained in the following questionnaire : 
The information furnished by you will be kept strictly confidential, and shall be used only for 
research purpose. 
/. Company's Identification 
la. Name of the Company : 
lb. Address & Phone Nos. : Plant; 
I c. " : Registered Office: 
Id. Owner's Name: 
2. General Information: 
2a. Year of Establishment: 
2b. Registered as Small Scale or Ancillary Unit: Yes / No 
2c. Registered under Factories Act 1948 : Yes / No 
2d. Business form of Organization : Proprietorship / Partnership / Limited 
Co. / Any other (specify) 
2e. Numberof Unites owned by the owner : One/Two / Three /< three 
2f Owner's involvement in management: Fulltime / Part time 
2g. If involved with what designation. Proprietor/ Partner / CMD / 
Any other (Please specify) 
2h. Is there Board of Directors : Yes / No 
2i. How many persons constitute the Board of Directors : 
(Please specify the numbers) 
2j. How many are full time & part time : Full Time : Part Time 
(Please specify the numbers) 
2k. If yes, is it constituted on ftinctional basis : Yes / No 
viz. Director (Production), Director (Finance) etc. 
21. Please specify the qualification of the members on the Board of Directors : 
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Owners / Directors educational & professional background : 
Name Age Qualification * Experience of Owners/Directors 
* Graduation / Post Graduation & above 
2m. Business started or inherited by tbie current owner : Started / 
Inherited 
2n. Any previous employment : Yes / No 
2o. If yes, PI. specify the nature of employment and the number of years 
worked: 
2p. Do you often travel in connection with business : Once in a month / 
Twice in a month / Thrice in a month 
3. Manaser's Profile : 
3a. Number of Managers / Professionals 
3b. (i). Manager's Age Group : >30 / 30 to 40 / 41 to 50 / < 50 
(ii). Qualifications : Graduation / Post Graduation & above 
(iii). Professional qualification : BE/ B.Tech/ MBA , CA, ICWA, CS / Law 
(iv). Experience : > 10 / 10to20 / 20 to 30 / <30 
(v). Annual Salary Package : >5 Lac / 5 to 10 Lac /> 10 Lac 
4. Intputs and Output: 
4a. Value of Capital employed : 
4b. Investment in Plant & Machinery (Purchase Value): .00 to 50.00 Lacs/ 
< 50.00 Lacs to > l.OOCrores / < 1.00 Crores to > 2.00 Crores / 
<2.00Crores to > 3.00 Crores / < 3 Crores 
4c. Land (Current Market rate): 
4d. Building (Initial Investment - depreciation) : 
4e. Inventory (Present Value) 
4f Annual Sales Turnover : Upto 25 Lacs / Above 25 Lac but less than 
1 Crore / ICrore to less than 2 Crores / 2 Crores to less than 5 Crores / 
5 Crores to less than 10 Crores / 10 Crores and above 
4g. Profits before tax : < 25 Lacs 25 to 50 Lacs / 50 to 1 Crore / 1 to 
3 Crores / 3 to 5 Crore / > 5 Crores 
5. Production Process 
5 a. Products being Produced : 
5b. No. of Working days in a week : 5 days / 6 days / 7 days 
5c. No. of Shifts per day : One / Two / Three 
5d. Do you do your own Production or Job work : Production/Job work 
5e. Is the production process : Manually / Semi-automatic / Automatic 
5f. The raw material is being purchased from : Local market / State's 
market / Country's markets / Imported material 
5g. Imported material (%) Indian Material (%) 
5h. Reason for importing : Cheaper / Quality / Non-availability /Any other 
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5i. Work allocations : Fixed / Rotating Single / Multiple 
5j. Inventories : Few months stock / few weeks stocks / few days stock 
5k. Materials obtained through : Cash / Credit / Advance 
51. Quality Management: Total / Sample basis / None 
5m. Do you obtain any standards for quality of the product or system like 
ISO 9000? 
If yes, specify : 
6. Taxation Pattern 
6a. How much amount you have paid as Sales Tax for the last three years : 
6b. How much amount you have paid as Excise Tax for the last three years : 
6c. How much amount you have paid as Income Tax for the last three years : 
6d. Are you comfortable with the system of VAT : Yes / No 
6e. Are you enjoying any Taxation Holiday policy of the Govt. : Yes / No 
6f. Is this policy helpful in the growth of SME Sector in India : Yes / No 
6g. Do you feel that less taxes should be charged from SMEs : Yes / No 
7. Existins Technolosv: 
7a. Technology in Main Processing : Assembly type/Flexible Mfg./ any other 
7b. Is there any name for the type of technology that is in use : 
7c. Machines in use are : (a) Automatic (b). Semi-automatic (c). Manual 
7d. Technologies in material handling and packing are : Manual/Machanised 
7e. Communication Mode : Card / Messenger -Verbal or paper) / Phone / 
Fax / E-Mail / Any other (specify) 
7f Do you have MIS : Yes / No 
7g. Have you hooked to any business network : Yes / No. 
7h. How do you store and Process Information: Manually / Computerized 
8. Chanse in Technolosv 
8a. Have you upgraded your technology : Yes / No 
8b. Did you require funds from Financial Institutions for this purpose : 
Yes/No 
8c. Were the funds made available by FIs without much hassles : 
Yes / No 
8d. Were there some changes in Production Schedules : 
Yes / No 
Be. Were there some changes in work allocations : Yes / No 
8f Any changes in material inventories : Yes / No 
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8g. Any changes in ways of Communication? 
(i). Within the Plant 
(ii). With Supphers 
(iii). With Customers 
Yes / No 
Yes / No 
Yes / No 
8h. Do you frequently change Plant level Organisation like 
(a). Work allocations : Yes / No 
If yes, how frequently : Monthly / Half Yearly / Yearly 
(b). Any specific change after 1991: Yes / No 
©. Do you feel further changes after post WTO Era : Yes / No 
8i. Why do you go for change? 
(a). To improve the Production process so as to increase the amount of output. 
(b). To increase the flexibility 
©. To improve the quality of product 
(d). To reduce the cost of production 
(e). Product diversification 
(f) Any other, Please specify : 
8j. Do you think that additional training/qualification will be required after the up 
gradation of the existing machinery : Yes / No 
8k. Do you think that additional Managers/staff will be required after up 
gradation of the existing machinery : Yes / NO 
81. If yes, persons with what technical / professional / general background 
will be needed 
(i). B.E/B.Tech. : 
(ii). MBA/CA/CS/ICWA : 
(iii). General (Please specify the probable numbers) : 
8m. With the introduction of new technology, how many of the existing staff 
will be rendered surplus : Middle level / lower level / supervisory level / 
workers 
(Please specify the probable numbers) 
8n. Do you have any plan of retraining the existing surplus staff for 
redeployment : Yes / No 
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9. Market Profile 
9a. Is the Unit Exporting ? Yes / No 
9b. If Exporting, Please specify : (i). How much of the total production is 
exported: >25% >50% >75% 100% 
(ii). If yes, Please mention destination Countries: 
9c. Domestic Market is (i) Local / Regional/National/ Specific Bulk Customers 
(ii). PI. Specify the locality / Region : 
(iii). Are you an original equipment manufacturer : Yes / No 
9d. Do you have any payment problem like delays in payment or rejecting the 
Product after delivery ? Yes / No 
(ii). Please specify the usual Payment period : 
(iii). How much of your credit sales turn out to be non-recoverable : 
<5 /<I0 / Otol5 
9e. Distribution through : Retail / Wholesale / Direct to customers / 
Any other 
9f. Do you have your own Brand name : Yes / No 
(ii). If yes. Please specify : 
9g. Do you think demand is constrained in the pro WTO era : Yes / No 
(ii). Ifyes, how severe do you rate it : (0, 1, 2) 
9h. How competitive do you think markets are now : (0, 1, 2) 
9i. Do you think that demand will increase in the pro WTO era : Yes / No 
9J What do you think are the reasons for markets being competitive? 
(Rate the following reasons in order of importance; 
(i). Multinational Companies have entered in the post WTO regime, 
(ii). Customers are demanding in terms of Quality / Cost, 
(iii). Numbers of suppliers are increasing, 
(iv). Capacities of the existing suppliers are enhanced, 
(v). Numbers of substitutable/new products are increasing. 
9k. How do you view the changing markets? 
(a). Opportunity to grow / threatening / risky to the business 
(b). Whatever be the way you consider it how do you go about it? 
91 (a). Do you have any regular practice of collecting market information about 
the products, customers and distribution arrangements ? Yes / No 
(b). Ifyes, How frequently do you collect: Once in a month / Once in a 
quarter / Once in 6 months / Once in a year. 
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9m. (a). Do you expect expansion of market for your product? Yes /No 
(b). If yes, how are you going about it? (i.e. strategy) 
(i). Cutting down cost 
(ii) Improving quality of the machineries 
(iii). Improving the quality of the products 
(iv). Improving delivery schedules 
(v). Improving after sales service 
9n. (a). Are you availing any Govt, assistance in marketing like Preferential 
Govt. Purchase : Yes / No 
(b). If yes, PI. specify 
10. Financing Pattern: 
IOa.(i). Do you need finance from outside sources : Yes / No 
(ii). If yes, how much you need by way of fixed capital from outside source 
<25 Lacs / < 50 Lacs / < 1 Crore / > 1 Crore. 
(iii). If yes, how much you need by way of Plant & Machinery from 
Outside source : <25 Lacs/ < 50 Lacs/ < 1 Crore / > I Crore. 
(iv). If yes, how much you need by way of Working Capital from outside 
source : >10 Lacs / > 20 Lacs / > 50 Lacs / > 1 Crore. 
I Ob. What are your overall sources of finance ; 
(i). Financial Institutions ii).Development Banks(iii)CommerciaI Banks 
(iv). Personal (v) Relatives (vi). Friends 
(vii). Mix of all the above (Percentage-wise bifiircation is mentioned 
above.) 
lOc. is there Equity participation by other firms : Yes / No 
1 Od. Are the participating firms : Indian Firms / Foreign Firms 
(ii). If Yes, Please specify the % of holding : 
lOe. Any Govt, assistance either as Small-Scale Unit or in general like 
Subsidized interest rates : Yes / No 
(ii). If yes, PI. Specify 
1 Of. Do you think that credit requirements for your unit will increase with the 
introduction of WTO norms in our country : Yes / No 
lOg. If yes, how much finance you will require from outside : 10% / 20% / 
30%/ 50% of Working Capital 
lOh . Is the Credit Flow to SME Sector by Financial Institutions is sufficient : 
Yes / No 
(ii). If not. Please give your suggestions : 
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11. Government Policy Measures 
What do you think about changing Govt. Policies? 
(Rate them in order of preference) 
1. Are they giving you more freedom to take decisions? : Yes / No 
2. Do you still feel that the Govt, is regulating? : Yes / "No 
3. Do you think Govt, is not protecting enough SMEs? '.Yes/No 
4. Did you ever think Govt. Policies are useful? : Yes / No 
5. Ifnot, why did you think so : 
6. Should the interest rates be linked to PLR or some Credit Rating system be 
devised : PLR / Credit Rating System. 
7. Should the Banks be directed to abolish the condition of obtaining collateral 
security for loans up to Rs.25 lacs for SME units . : Yes / No 
8. Should there be some subsidy or low interest rate on loans obtained for 
technology up gradation by SME units. Yes / No 
9. Should the Banks open more specialized SSI branches. Yes/ No 
10. Do the Govt. Policies for SME Sector of other countries are better than our 
country : Yes / No 
11. Please give your valuable suggestion for fiirther growth of SME Sector in the 
pro WTO Regime : 
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(, 
Sample (2) of Questionnaire used for Bankers / Officials 
Research Questionnaire In Respect Of Small & Medium Enterprises (SMEs)- For 
Officials/Profesionals 
Hello, I am G.S. Popli, pursuing doctoral level research work for Ph.D degree from All India 
Management Association, Lodhi Road, New Delhi, for which I am conducting a survey on ''Credit 
Flows & Their Uses in SMEs Sector in India in the post WTO Era." 
In view of your rich experience in the filed of SMEs working / financing, I venture into approaching 
you to record your valuable suggestions in my report through the following questionnaire. Kindly 
spare some moments from your busy schedule to fill in / answer the following questions/posers 
contained in the following questionnaire 
The information furnished by you will be kept strictly confidential, and shall be used only for 
research purpose. 
1. OfriciaPs / Professionars Profile : 
la. Name of Official / Professional : 
1 b. Designation : 
Ic. Organisation : 
Id. Prof Qualification: BE / B.Tech / CAIIB / MBA , CA, ICWA, CS / 
Law / N.A 
Ig.Experience : > 10 / 10to20 / 20 to30 / <30 
2. Change in Technology for SME Industry in the Post WTO Regime 
2a. Do you feel that SME Industries will have to upgrade their technology in 
The post WTO regime : Yes / No 
2b. Were there some changes in the technology after 1991: Yes / No 
2c. Do you feel further changes after post WTO Era : Yes / No 
2d. Why there will be a need to go for change? (Rate them in order of preference) 
(a). To improve the Production process so as to increase the amount of 
output. : Yes / No 
(b). To increase the flexibility : Yes / No 
(c) To improve the quality of product : Yes / No 
(d). To reduce the cost of production : Yes / No 
(e). Product diversification : Yes / No 
(f) Need of the hour. : Yes / No 
2e. Will there be some changes in Production Process : Yes / No 
2f Will there be some changes in work allocations : Yes / No 
2g. Will there be some changes in material inventories : Yes/ No 
2h. Any changes in ways of Communication? 
(i). Within the Plant : Yes / No 
(ii). With Suppliers : Yes / No 
(iii). With Customers : Yes / No 
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2i. Do you think that additional training/qualification will be required after the 
upgradation of the existing machinery : Yes / No 
2j. Do you think that additional Managers/staff will be required after up 
gradation of the existing machinery : Yes / No 
2k. With the introduction of new technology, whether some of the existing 
staff will be rendered surplus : Yes / No 
21. Whether some funds will be required to offer them retiring package : 
Yes / No 
2m. Whether some funds will be required for retraining the existing staff for 
handling the new technology : Yes / No 
2n Will they require funds from Financial Institutions/Banks for this purpose : 
Yes / No 
3. Taxation Pattern for SME Industry 
3a. Whether the Taxation Holiday policy of the Govt, is beneficial: Yes / No 
3b Is this policy helpful in the growth of SME Sector in India : Yes / No 
3c Whether the present Taxation Policy is hurdle in the growth of SME 
Sector in India : Yes / No. 
3d. Do you feel that less taxes should be charged from SMEs : Yes / No 
4. Financing Pattern for SME Industry: 
4.(i). What is the main source of finance for SMEs : Development Banks / 
Commercial Banks / Financial Institutions / Internal (Personal, 
Relatives & Friends) / Informal sources / Mix of all the above 
4(ii). How much of the total financed amount is invested generally in fixed 
capital from outside sources : 25% / 50% / 75% / 100% 
4(iii). How much of the total financed amount is invested generally in Plant & 
Machinery from outside sources : 25% / 50% / 75% / 100% 
4(iv). How much of the total financed amount is invested generally in 
Working Capital from outside sources : 25% / 50% / 75% / 100% 
4(v). Are the firms resorting to Equity participation by others in the post WTO 
era : Yes / No 
4(vi). Are the firms generally :Indian Firms /Foreign Firms/Any One 
4(vii) Do you think that Credit Requirements for SMEs units will increase 
with the introduction of WTO norms in our country : Yes / No 
4(viii). Is the Credit Flow to SMEs Sector by F.Is/Banks sufficient: Yes / No 
4(ix). Are you practicing the Composite Loan Scheme formulated by RBI : 
Yes / No 
4(x). Are you encouraging the Technology Up-gradation Loan Scheme 
formulated by RBI : Yes / No 
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4(xi). Have you developed your own model or using other's model for Credit 
Appraisal & Rating Tool and Risk Assessment : Own Model : Other's 
4(xii). If other's. Please specify : 
4(xiii) Are the Credit Appraisal & Rating Tool, Risk Assessment Model and 
Comprehensive Rating Models developed by SlDBl helpful in SME 
Financing: Yes / No 
4(xiiv). Do you feel that the Cluster based approach is more effective in SME 
financing: Yes / No 
4(xv). Do you feel that in Credit Appraisals, not only the assessment of 
project, but the assessment of the person and activity need to be 
made : Yes / No 
4(xvi). Do you feel that the financing pattern of Financial Institutions be 
modified on the lines of system prevailing in developed countries : 
Yes / No 
4(xvii).Any other suggestions, please : 
5. Recovery in SME Accounts 
5(i). Do you feel that recovery of amount advanced is a big problem in SME 
Sector : Yes / No 
5(ii). Do you feel that Debt Restructuring Scheme formulated by RBI is 
helpful in recovering the Bad Debts amount : Yes / No 
5(iii). Do you feel that One Time Settlement Scheme formulated by RBI is 
helpful in recovering the Bad Debts amount : Yes / No 
5(iv). Do you feel that Credit Guarantee Scheme be made more effective : 
Yes / No 
5(v). Do you feel that Debt Restructuring Scheme formulated by RBI is 
helpful in recovering the Bad Debts amount : Yes / No 
5(v). Do you feel that the Recovery system needs more improvements : 
Yes / No 
6. Government Policy Measures for SME Industry 
What do you think about changing Govt. Policies? 
(Rate them in order of preference) 
6(i)Are they giving you more freedom to take decisions? : Yes No 
6(ii). Do you still feel that the Govt, is regulating? : Yes / No 
6(iii). Do you think Govt, is not protecting enough Fls/Banks :Yes/ No 
6(iv). Should there be any Govt, assistance for SME Units like 
subsidized Interest rates : Yes / No 
By:GSPopli 
CREDIT FLOWS AND THEIR USES IN SMEs SECTOR IN INDIA IN THE POST WTO ERA 
6(v).ln view of WTO Agreements there is a need to examine the 
definition of SME units in terms of employment or turnover as is 
prevalent in most of the countries. Do you agree : Yes / No 
6(vi).Should the interest rates be linked to PLR or some Credit Rating 
system be devised : PLR / Credit Rating System. 
6(vii).Should the Banks open more specialized SSI branches. Yes/No 
6(viii).Should there be fixed targets for SME financing for Public , 
Private and Foreign Banks : Yes / No 
6(iv).Do you feel that SIDBI should play more active & effective role to 
ensure more aggressive SME Financing : Yes / No 
6(x). If yes, please specify : 
6(xi).Should the Govt, conduct training programmes for SME 
Entrepreneurs: Yes / No 
6(xii). Please give your valuable suggestions for further growth of SME 
Sector in the pro WTO Regime : 
Thanks for your valuable suggestions. 
(Signature) Interviewed by 
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LIST OF ORGANISATIONS VISITED 
1. Development Commissioner, Ministry of Small & Medium Enterprises, Govt, of 
India, Delhi. 
2. Minister of Industries, Govt, of Delhi. 
3. Small Industries Service Institute, New Delhi. 
4. Directorate of Industries, Delhi Administration, Delhi & local offices of some of its 
Industrial Estates. 
5. Small Industries Development Bank of India. 
6. The National Small Industries Corporation Ltd., New Delhi and Regional Office for 
Delhi, Gurgaon for Haryana and Noida for Uttar Pradesh. 
7. Confederation of Indian Industry, New Delhi. 
8. PHD Chamber of Commerce and Industry, New Delhi. 
9. Automotive Components Manufacturers Association, New Delhi. 
10. Garments Exports Association, New Delhi. 
11. Electronic Components Industries Association, New Delhi. 
12. Apparel Exports and Manufacturers Association, New Delhi 
13. Flatted Factory Entrepreneurs Association, New Delhi. 
14. Okhla Industries Association New Delhi 
15. Narela Industrial Association, New Delhi. 
16. Faridabad Small Industries Association, New Delhi. 
17. Industries Association of Gurgaon. 
18. Bhiwadi Industries Association, Bhiwadi, Rajsthan. 
19. Noida Small and Tiny Industries Association, Noida, 
20. Sahibabad Industries Association, Sahibabad, Uttar Pradesh. 
21. Commissioner, Industries, Govt, of Delhi, Delhi. 
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